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SUBSTITUTES FOR CASH IN THE PANIC OF 1907. 


THE autumn of 1907 witnessed what was probably the 
most extensive and prolonged breakdown of the country’s 
credit mechanism which has occurred since the establish- 
ment of the national banking system. Upon no previous 
occasion have the banks of so many cities resorted to clear- 
ing house loan certificates for the settlement of their mutual 
obligations; never before have they issued them in such 
large amounts, nor for such long periods of time; and 
never have these certificates been so extensively issued 
in small denominations to meet ordinary bank obliga- 
tions in lieu of cash. Even during the critical periods of 
1873 and 1893 it is unlikely that as many banks limited 
the payment of their obligations in cash, altho the pro- 
portion of existing banks which so restricted payments 
may have been as large. In the pages that follow will 
be found some record of these phenomena, of the several 
ways in which banks and other firms limited their cash 
payments, of the issue of loan certificates in the clearing- 
houses of the country, and of the ingenious invention of 
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multifarious other substitutes for legal currency during 
the weeks of hoarding and suspension. 

Of official encouragement to suspension, singular and 
striking examples occurred in several states. The most 
extreme instances were the legal holidays declared by some 
of the Western governors, which were intended to author- 
ize banks, as well as other firms and individuals, to decline 
payment when unduly pressed or wherever they saw 
fit. The governor of Nevada was the first to resort to 
this measure. Beginning on October 24, he declared 
legal holidays continuously up to and including November 
4. On October 28 the governor of Oregon also began 
declaring such holidays, and he continued to declare them 
by subsequent proclamations until December 14. In 
California such holidays were proclaimed without interrup- 
tion for a still longer period, from October 31 to December 
21, thus suspending all debts for more than seven weeks. 
This method of relieving business involved great incon- 
venience in unexpected ways. The whole judicial system 
was thereby brought to a standstill, the courts being even 
restrained from trying criminal cases. The governor of 
California very soon felt obliged to call a special session 
of the state legislature, and so secured authority to de- 
clare “special holidays” during which only civil actions 
based upon expressed or implied contracts for the pay- 
ment of money would be precluded.: 

Scarcely less radical was the action of the officials who 
supervise banking in several middle western states. In 
Indiana the Attorney-general, who had been invited to 
the meeting of the State Bankers’ Association at which it 
was decided to suspend payments, advanced the opinion 
that no state law was violated in limiting payments on 
deposits, when demanded, if it was proposed to make a 
small payment in each case. At the same time the 
Auditor of the state addressed the following hastily com- 
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posed letter to all banks and trust companies within his 
jurisdiction, virtually advising them to suspend and 
giving assurance that the question of their solvency would 
not be officially raised :— 

INDIANAPOLIS, October 28, 1907. 


To THE InpIANA Banks AND Trust CoMPANIES: 

Gentlemen,—Your bank being solvent, should it adopt the same 
rule that has been adopted by the banks of Indianapolis and 
refuse to pay to any depositor or holder of a check only a limited 
amount of money in cash and settle the balance due by issuing 
certified checks, or drafts on correspondents, such act, in this 
emergency, will not be considered an act of insolvency by this 
department. 

The same rule will apply to trust companies, 


Joun C. BILLHEIMER, 
Auditor of State. 


P.S.—The question of your solvency is to be determined by 
yourselves upon an examination of your present condition. 


Similarly, in South Dakota, the Public Examiner 
and Superintendent of Banks wrote to the state banks 
throughout that state, calling their attention to the action 
of the banks of Sioux Falls and Madison in limiting the 
size of cash withdrawals to $10, and in issuing cashier’s 
checks to take the place of currency. He recommended 
that they do likewise, as indicated in the following excerpt: 


I would suggest and recommend that where there is more than 
one bank in a town, they get together and agree along similar 
lines, for the protection of themselves as well as the public, and 
where there is only one bank, that such bank take the matter up 
single-handed or confer with banks in the towns nearby. 

I would also suggest that you get the business men of your 
town together and explain to them the situation and the proposed 
plan, and in this way secure their approval and support. 

This method will of course be trying and unpleasant as well 
as inconvenient not only to the banks but to their depositors, 
but when the people understand they will gladly co-operate for the 
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mutual good. Conditions will improve rapidly and the situation 
will soon become normal. Respectfully, 
Joun L. JonzEs, 
Public Examiner. 


So, too, in Iowa, the Auditor, B. F. Carroll, at the out- 
break of the panic, wrote a circular letter of similar im- 
port to the bankers of that state containing this advice :— 


I therefore suggest that you call your board of directors to- 
gether at once; canvass the situation; take such precautionary 
steps as may be necessary in order to protect your interests and 
the interests of your depositors. The department will temporarily 
permit such latitude as to reserve and other legal restrictions as 
circumstances may demand. You should take the depositors 
into the confidence of the bank; fully explain to them the situa- 
tion and ask them to co-operate to the extent of accepting checks, 
drafts and other forms of credit where the same can be used cur- 
rent and to withdraw just as small amounts of cash as is possible 
for them to use in the transactions of their business. It may be 
necessary for your bank to limit the amount of cash payments 
to depositors. 


In Oklahoma, at a meeting of the State Bankers’ Asso- 
ciation, “the Bank Commissioner when asked to make a 
statement regarding the plan upon which the bankers 
had agreed, and which in brief, was to make only limited 
cash payments, stated that while he could not officially 
agree to the plan, that no banks would be closed because 
they followed the plan.” , 

In the majority of states, however, it is only just to 
say that the bank commissioners and superintendents, 
tho tacitly tolerating the restriction of payments, very 
much as did the federal Comptroller of the Currency in 
the case of the national banks, nevertheless gave no ex- 
plicit assent, much less recommendation to the practise. 


The record presented in the accompanying table en- 
deavors to exhibit as concisely as possible the extent to 
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which the banks in the larger cities of the country limited 
their payments of cash and created substitutes therefor 
during the panic. It is the result of inquiries addressed 
to banks in all cities of 25,000 or. more inhabitants. Ac- 
cording to the Census of 1900 there were approximately 
147 such cities which were independent of each other. 
We exclude by the use of the word “independent”’ those 
cities which are really suburbs or parts of larger neighbor- 
ing cities, and which directly or indirectly “bank” through 
their institutions. In the neighborhood of Boston, for 
instance, we exclude from separate reckoning such sep- 
arate municipalities as Cambridge, Malden, Newton, 
Somerville, and Chelsea, the banks of which practically 
“clear” through the Boston clearing house, and conse- 
quently follow its policy. In the case of New York we 
omit environing and related cities like Hoboken, Jer- 
sey City, Newark, Passaic, and Elizabeth; in the case 
of Pittsburg, Allegheny City; in the case of St. Louis, 
East St. Louis; in the case of Omaha, South Omaha, etc. 
No sharp line can be drawn, however, between the “inde- 
pendent” and the “affiliated” cities, and several of the 
inclusions as well as some of the exclusions will doubtless 
appear arbitrary. 

Reports from the 145' largest independent cities show 
that during the disturbances of 1907, in at least 71, or 
nearly half, resort was made by the banks to clearing- 
house loan certificates, clearing-house checks, cashiers’ 
checks payable cnly through the clearing house, or other 
substitutes for legal money; in 20 others the larger cus- 
tomers of the banks were asked to mark their checks 
“payable only through the clearing house”; and in at 
least one other, where these practices were not pursued, 
the size of checks that would be cashed was restricted. 
Roughly speaking, in two-thirds of the cities of more 


1From two cities of more than 25,000 inhabitants, Pueblo, Col., and 
Lawrence, Mass., repeated letters of inquiry have elicited no response. 
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than 25,000 inhabitants the banks suspended cash pay- 
ments to a greater or ‘less degree. 

From the last column of Table I. it will be seen that in 
36 of the larger cities, where an emergency currency was 
issued, the banks for a time limited by agreement the cash 
which any customer eould withdraw to a stipulated amount. 
This limitation varied all the way from $10 to $300. In 
the other cases, marked “discretionary,’’ customers were 
asked, and generally obliged, to limit their withdrawals of 
cash, and were asked to stamp their checks “payable only 
through the clearing house,” but no mathematical limit 
was placed upon the amount that could be withdrawn. 

In addition to the places named in the table the banks 
of the following cities of 25,000 or more inhabitants also 
restricted payments to the extent of asking their larger 
customers to mark their checks “ payable only through the 
clearing house” :— 


Allentown, Pa. Mobile, Ala. 

Bay City, Mich. New Haven, Conn. 
1 Binghamton, N.Y. Oshkosh, Wis. 
Dayton, Ohio (one trustcompany). Pawtucket, R.I. 
Erie, Pa. Reading, Pa. 

1 Evansville, Ind. Saginaw, Mich. 

1 Fall River, Mass. Springfield, Mass. 
Gloucester, Mass. 1 Syracuse, N.Y. 
Hartford, Conn. Woonsocket, R.I. 
McKeesport, Pa. York, Pa. 


In at least one other city, Grand Rapids, Michigan, 
where neither clearing-house currency nor other emergency 
substitutes was issued, and where depositors were not 
asked to so mark their checks, the size of checks which 
would be cashed was nevertheless limited. 

The cities rated by the Census of 1900 as having more 
than 25,000 inhabitants, in which, if the replies of my 


1In these cities, customers sending checks out of town were asked to make 
their checks payable only through the clearing house in order to prevent their 
collection by express. 
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correspondents are to be trusted, depositors were subjected 
to no restriction of payments, and no resort was made to 
emergency devices, numbered 53. In some of these, to 
be sure, as, for instance, Chattanooga, Tenn., Richmond, 
Va., and Galveston, Tex., cash payments were limited to 
the extent that clearing-house balances were settled dur- 
ing the panic in exchange on a reserve city instead of in 
currency, but this practice is frequently followed even in 
quite normal times. The list of cities which, with this 
possible exception, remained upon a cash basis follows :— 
P ion 
(Census of 
City. 1900). City. 1900). 
Akron, Ohio New Britain, Conn. . . 25,000 
Newcastle, Pa. .... 28,000 
Altoona, Pa. 28,000 
Atlantic City, NJ. . . Norfolk, Va. 46,000 
Auipern, NZ. kk kk Paterson, NJ. .. . . 105,000 
Brockton, Mass... . . Portland, Me... . . . 50,000 
Bridgeport, Conn... . Quincy, Ill. . 36,000 
Butte, Mont Richmond, Va. . . .. 85,000 
Camden,N.J. .... Rochester, N.Y... . . 162,000 
Chattanooga, Tenn. . . Rockford, Iil 31,000 
Chester, Pa. Salem, Mass. 35,000 
Schenectady, N.Y. .. 31,000 
102,000 
Springfield, Ill. . . . . 34,000 
Fitchburg, Mass. .. . Springfield, Ohio ... 38,000 
Fort Worth, Tex. . . . Terre Haute, Ind... . 36,000 
Galveston, Tex... .. Toledo, Ohio 131,000 
Haverhill, Mass. .. . Trenton, NJ... .. . 738,000 
Holyoke, Mass a 60,000 
Jackson, Mich. ... . 56,000 
Jacksonville, Fla. . . . Washington, D.C. . . . 278,000 
Johnstown, Pa Waterbury, Conn... . 45,000 
Lacrosse, Wis. ... . 28,000 Wilkesbarre,Pa. ... 51,000 
Lancaster, Pa. ... . 41,000 Williamsport, Pa. . .. 28,000 
Lowell, Mass 94,000 Worcester, Mass. . .. 118,000 
Manchester, N.H. . . . 56,000 Yonkers,N.Y. .... 47,000 
New Bedford, Mass. . . 62,000 


The roll of honor among the cities, if one were to ar- 
range them in the order of their magnitude, would begin 
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as follows: Washington, Rochester, Toledo, Worcester, 
Paterson, Scranton. It includes eight cities in Massachu- 
setts, eight in New York, and eight in Pennsylvania, four in 
- New Jersey, three in Ohio, three in Connecticut, three in 
Illinois, two in Kentucky, two in Virginia, two in Texas, 
and one each in Florida, Indiana, Iowa, Maine, Michigan, 
Montana, New Hampshire, Tennessee, Wisconsin, and the 
District of Columbia. In the remaining 26 states there 
was apparently no city with a population of 25,000 in 
which the banks did not partially restrict their payments 
during the panic. 

The universality with which the panic of 1907 ranged over 
the United States is also well attested by the fact that there 
are only six states from which I have no record of re- 
striction of payments and issue of substitutes for cash on 
the part of the banks; namely, Maine, Vermont, South 
Dakota, Montana, Idaho, and Wyoming. Several of these 
states, it may be added, contained no city of 25,000 in- 
habitants, and from them no information was received at 
all. Their banks may also have limited payments and 
issued emergency currency without its appearing in the 
record here presented. 


Financial excitement in 1907 was by no means confined 
to the larger cities. Limitation of payments and the 
creation of emergency currency occurred in towns of every 
degree of smallness all over the country. Our record 
(Table II.) of such issues is of necessity fragmentary. 
Names of a number of towns are included where emergency 
currency was known to have been issued, but from which 
repeated letters of inquiry failed to elicit any reply as to 
the amount. Unquestionably, the names of scores of 
towns in which such currency was employed have not 
chanced to reach the writer’s attention. The table here 
given presents an explicitly avowed issue of nearly 44 
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millions in the case of 33 towns and cities; but it doubt- 
less includes only a small fraction of what actually ex- 
isted in the smaller localities of the country during the 


panic. 
TABLE II. 
Currency Susstirutes 1n Crtres or Less THAN 25,000 InHABITANTS. 
Total 
Kind of Amount Date of Date of 
Cities. Device. issued. First Issue. Retirement. 
Atchison, Kan. D 40,000 Nov. 1,’07 Jan. 1,’08 
Berlin, Ne Ga. B Nov. 6,’07 Mar. 1, ’08 
Berlin, H. D Amount not obtainable. 
Berkeley, Cal. F Nov. 5,’07 Jan. 10, ’08 
meen, a. B Amount not obtainable. 
Blakely, Ga. B Amount not obtainable. 
Brunswick, Ga. B 109,000 Nov. 6,’07 Mar. 28, ’08 
Columbia, 8.C B 250,000 Oct. 24,’07 Mar. 1, ’08 
jumbus, Ga. B 320,000 Nov. 1,’07 Jan. 22,’08 
Danville, Va B 617,200 Oct. 30,07 Jan. 9,08 
Dawson, Ga B x 
Douglas, Ga. ee 50,000 Nov. 1,’07 Mar. , 08 
, N.D a | 33,500 Oct. 29,07 Jan. 18,08 
G len, Ala. eo. a J Nov. 15, ’07 Jan , 08 
Gaffney, S.C ee 20,000 Nov. 11, ’07 Jan. 1,’08 
Greensboro, N.C — 39,100 Nov. 4,’07 Jan. 25, ’08 
Green . B Amount not obtainable. 
Guthrie, Okla. 5 4 Amount aoe — eo 
ct et c. + 
Hastings, Neb. : { F Amount not obtainable. 
D Oc 1,’07 Dec. 15, ’07 
. 2 82,000 Oct. 30, ’07 Jan. , 08 
D ,000 Nov. 12, ’07 Dec. 24, ’07 
B . Amount not obtainable. 
B Amount not obtainable. 
Customers asked to make eoshe payable in euahange. 
B 30,000 Nov. 07 Dec. 31, ’07 
B 381,000 Nov. 13° ’07 Jan. 13, ’08 
B 325,000 Nov. 4,’07 Jan. 31, ’08 
B Amount not obtainable. 
D Amount not obtainable. 


Amount not obtainable. 
Amount not obtainable. 

200,000 Nov. 1,’07 Jan. 1,’08 
cire. 275,000 Nov. 1,’07 Dec. 31, ’07 

120,000 Nov. 1,’07 Jan. 10, ’08 

100,000 Nov. 15, ’07 Jan. 15, ’08 

,000 Nov. 5,’07 
Amount not obtainable. 

125,000 Nov. 22, 07 Feb. 1, ’08 
10,000 Oct. 28, ’07 May 1,’08 
40,000 Nov. 1,’07 Jan. 1,’08 
50,000 Nov. 6,’07 Feb. 15, ’08 

100,000 Nov. 1,’07 Feb. 1, 08 circ. 
170,000 Nov. 23, ’07 Apr. 25, ’08 
200,000 Nov. 10, ’07 Dec. 20, '07 
Amount not obtainable. 
Amount not obtainable. 

350,000 Nov. 1,’07 Jan. 1, 08 circ. 


wo 


Ga. 
ee es & aS ee 4 4,420,513 


AWWOWWNWNNbdWo Pow 





Clearing-house loan certificates in large denominations for the settlement 
of =" balances. 
lett B. learing-house loan certificates in small denominations for general circu- 
ation. 
C. Clearing-house checks in convenient denominations for general circulation. 
. Cashiers’ checks in convenient denominations payable only through the 
foe house, and usually secured by the deposit of collateral with the clearing 
ouse. 
F. Certificates of deposit in convenient denominations. 
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An attempt has been made in the second column of 
Tables I. and II. to classify the various kinds of sub- 
stitutes for cash, and to indicate which kind was employed 
in each city. Seven different sorts have been distinguished, 
but some of them closely resemble each other, and the 
multiple variations among individual devices renders 
such a grouping at times uncertain. 

(A) The familiar expedient of issuing clearing-house 
loan certificates in denominations ranging from $500 
to $20,000 for use in settling interbank balances has never 
been resorted to upon such a scale as in 1907. During 
the panic of 1893 eight cities were reported to have em- 
ployed them; but during the disturbances of 1907 they 
were used by no less than 42. In 1893 their issue 
was confined mainly to the North-east, New Orleans being 
the only southern, and Detroit the most western example,’ 
but in 1907 their use knew no geographic limitations. 
They were issued in several cities of California, Washing- 
ton, and Oregon, in cities of Texas, Alabama, Louisiana, 
and Arkansas, and in almost every sizable city of the 
Middle West, the most salient exceptions being Cleveland 
and Cincinnati, in which, however, the banks by agreement 
made no demand upon each other for currency in payment 
of balances during the panic. 

A comparison of the amounts issued in the same cities 
in the course of the two emergencies is of significance. 
In New York City the issues of 1907 totalled a sum two 
and a half times the largest issues that had ever been 
made before; in Pittsburg they amounted to more than 
seven times those of the earlier date; in New Orleans, to 
five times; Detroit, to four times; in Baltimore, to twice 
the issues of 1893; but in Boston, Philadelphia, and 
Buffalo the amounts ran about the same in both crises. 

1See John De Witt Warner, The Currency Famine of 1893, in Sound Cur- 


rency, vol. ii. No. 6; A. D. Noyes, The Banks and the Panic of 1893, Political Science 
Quarterly, vol. 9. 
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The aggregate issue of regular clearing-house certificates . 
in the entire country during the panic of 1907 was 238 
millions, or nearly three and a half times the total of 1893. 


1893. 1907. 

IE oe 6) ew cao dy we ene $41,490,000 $101,060,000 
0 EE SE ee ee 11,645,000 12,595,000 
Philadelphia .......... 11,000,000 13,695,000 
Sh ks ae a ce 1,475,000 3,094,000 
I ss ce a RP te 1,029,000 5,226,000 
re) Sik can Se yee OS 987,000 7,445,000 
i a. a ce a sala 985,000 915,000 
Wa. «a ibe 5, chy ay ee Ge 500,000 2,145,000 
CS 5 5 « a4 406 91,878,175 

A ce i ll4n Ge nies a darte aks $69,111,000 $238,053,175 


(B) The original purpose of clearing-house certificates, 
as set forth by their authors and exponents and as they 
were employed down to 1893, was for use in settling bal- 
ances between the banks. During the panic of 1893, for 
the first time, clearing-house associations issued certificates 
in currency denominations to be used by the banks in 
paying their customers. Their issue, however, was prac- 
tically confined to the south-eastern states. In the panic 
of 1907 Georgia was again, as in 1893, the center for 
emergency circulation of this sort, what were called ‘‘clear- 
ing-house certificates” being issued in at least 21 Georgia 
towns; but devices of that name were also put in cir- 
culation in many other parts of the country, and not 
infrequently even by banks of small towns, where no 
clearing house had ever existed. In such cases they 
were issued under the auspices of temporary committees 
of the local banks, which accepted and held the collateral 
offered to guarantee their redemption. In Douglas, 
Georgia, for instance, a town with an estimated population 


1 See Warner, op. cit., p. 6. 
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of 2,500, $50,000 in these so-called “‘clearing-house cer- 
tificates”’ were issued; in Tifton, Georgia, with less than 
3,000 inhabitants, $50,000 in certificates were also issued; 
in South Boston, Virginia, with less than 4,000 inhabi- 
tants, an issue of as much as $100,000 in certificates was 
made; even in Bishop, Georgia, with only 400 inhabi- 
tants, a limited amount were issued. 

These small certificates, like the large ones, were se- 
cured by collateral deposited with the clearing-house 
committee, and were practically guaranteed by all of the 
associated banks, in that these banks agreed to accept 
them at par for the sum named. The description of 
collateral in most cases was a general affirmation that 
“this certificate is secured by the deposit of approved 
securities.”” But sometimes there was more detail, as in 
Portland, Oregon, where it was asserted that the banks 
have deposited “notes, bills of exchange, and other ne- 
gotiable instruments secured by wheat, grain, canned 
fish, lumber actually sold, and other marketable products, 
and bonds approved by the committee,” etc.; or in the 
case of Charleston, South Carolina, where there were said 
to be deposited “securities of double the value of this cer- 
tificate, or bonds of the United States or of the state of 
South Carolina, or of city of Charleston, or of the city of 
Columbia, ten per cent. in excess thereof’; or in Dan- 
ville, Virginia, where the payment of the certificate was 
“secured by the combined capital of these banks, also by 
collateral worth one-third more than all of the certificates 
issued.”’ Sometimes redemption was promised on demand 
“in exchange” (Topeka, Kansas) or “in clearing-house 
funds” (Spokane, Washington). Sometimes the certifi- 
cates were made payable “on or before three months 
from date” (Des Moines, Iowa), or on or before some 
special date, like April 1, 1908 (Seattle, Washington), or 
July 1, 1908 (Knoxville, Tennessee). The certificates is- 
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sued by the clearing house in Las Vegas, New Mexico, 
(Sample No. 7), were frankly to be paid only “when 
deemed advisable by the Board of Directors.” Those of 
the associated banks of Howard County, Indiana (Sample 
No. 8), announced that “due notice of redemption will 
be given through the daily papers.” Many of the cer- 
tificates were elaborately engraved (note reverse of San 
Francisco certificate), and were shaped and colored so as 
to resemble ordinary bank or government notes. In 
denomination they usually ranged from $1 to $20, but in 
some cases, as in Montgomery, Alabama (Sample No. 6), 
they were issued for convenient sums all the way from 
25c. to $50. 

The compilation here presented, tho very incomplete, 
records an issue of $23,831,813 of such devices in the 
course of the panic of 1907. 

(C) Identical with these certificates in character and 
function, tho differing in form, were the clearing-house 
checks issued in a number of cities. Like the certificates, 
they were issued by the associations to member banks upon 
the deposit of approved securities. Like them, they were 
accepted for deposit in any of the banks, but were pay- 
able only through the clearing house. They were also 
in currency denominations, and were often quite as elabo- 
rately engraved, so as to resemble currency. The one 
peculiarity which distinguished them from certificates 
was that, instead of merely certifying indebtedness on the 
part of the clearing-house association, they took the form 
of checks drawn upon particular banks, and signed by the 
manager of the clearing house. In Chicago a bank de- 
siring such checks deposited with the clearing house a cor- 
responding amount of the ordinary loan certificates of 
large denominations, and received the checks in currency 
denominations in exchange. They were also issued in 
Cleveland, Milwaukee, Youngstown, South Bend, and 
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some smaller cities (Samples Nos. 9, 10). Our record 
includes $12,060,248 of such issues. ‘ 

(D) In spite of the provision of the National Bank Act, 
that no national banking association shall issue ‘any other 
notes to circulate as money than such as are authorized by 
the provisions of this title,” a large number of national 
banks issued what were practically circulating notes in the 
form of cashier’s checks in convenient denominations. In 
spite also of the 10 per cent. tax upon any notes issued 
by state banks, similar devices were issued freely and with- 
out hindrance by some of those institutions as well 
(e.g., in Superior, Wisconsin). These checks usually pur- 
ported to be “payable to bearer,” but they were “ payable 
only through the clearing house,” or “in exchange,” or, 
as the phrase sometimes went, “in clearing-house funds.”’ 
Occasionally, an apparent effort was made to circumvent 
their illegality by making them payable to a supposed 
person. In St. Louis, Missouri (Sample No. 12), and in 
Muskogee, Oklahoma, they were made payable to “John 
Smith, or bearer,’”’ and in Memphis, Tennessee (Sample 
No. 13), to “Richard Roe, or bearer.’’ While in the 
south-eastern states it was common for the banks in the 
small towns to issue conjointly what they called “clearing- 
house certificates,” in small towns of the Middle West the 
“cashier’s checks” of individual banks were much more 
common. We reproduce on another page such a check 
in two-dollar denomination, payable ‘“‘in exchange,”’ from 
New Carlisle, Indiana (Sample No. 14), a town of. less 
than 600 inhabitants. Sometimes these cashiers’ checks, 
like clearing-house certificates and clearing-house checks, 
were secured by the deposit of approved collateral with 
a committee of the clearing house, as, for example, in 
Denver, Colorado (Sample No. 11), Omaha, Nebraska, 
and Birmingham, Alabama. In Richmond, Virginia 
(Sample No. 15), cashier’s checks of a peculiar sort called 
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“‘bank money orders’’ were prepared and printed by one 
institution, the American National Bank, but were never 
actually issued. They optimistically declared upon their 
face that they were “good anywhere at any time, trans- 
ferable as many times as desired,” and “payable any- 
where in the United States.’’ 

(E) Another variety of currency issued during the panic 
were the New York drafts in denominations of $1 and up- 
ward, issued by the banks of Birmingham, Alabama, and 
which were used for pay-rolls and general circulation in that 
locality (Sample No. 16). They were really cashiers’ checks 
drawn on New York, but were drawn against actual bal- 
ances held by particular New York correspondents. They 
were payable through the New York clearing house, and 
were not otherwise secured, yet they appear to have circu- 
lated in and about Birmingham to the extent of millions 
of dollars without difficulty. The use of drafts upon 
reserve banks as currency appears to have been peculiar 
to Birmingham, altho the cashiers’ checks “payable in 
exchange,” issued in many places, were not substantially 
unlike. 

(F) In a few instances the currency issued by the 
banks took the form of negotiable certificates of deposit in 
convenient denominations. Sometimes these certificates 
asserted that a particular person or company had made 
the deposit, as in the case of the bank of Winston-Salem, 
North Carolina. Sometimes the assertion was altogether 
general, as in the example from Berkeley, California 
(Samples Nos. 17,18). In some cases they bore interest, 
and were payable after the expiration of a certain period: 
in others they were immediately acceptable by the issuing 
bank through the clearing house, and in such cases they 
bore no interest. 

Of the issues of currency made by individual banks 
(D, E, F) I have only been able to obtain figures from a 
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few cities. They reach a total of $13,541,500, but issues 
of that sort in the entire country would unquestionably 
build an aggregate several times this amount. 

(G) Last of all among the emergency devices were the 
pay checks payable to bearer drawn by bank customers 
upon their banks in currency denominations and used in 
all parts of the country in payment of wages and in 
settlement of other commercial obligations. These checks 
were generally “payable only through the clearing house,” 
but they differed from those which have as yet been con- 
sidered, in that they were not a liability of the clearing- 
house association or of the bank on which they were drawn, 
but of the firm or corporation for whose benefit they were 
issued. 

The pay-check system reached its largest development 
in Pittsburg, where during the panic some $47,000,000 were 
issued, much of which was in denominations of $1 and 
$2. Their issue involved much more labor to the clearing 
house, to the banks, and to corporations using them than 
the issue of clearing-house checks would have caused, for 
most of them were rushed back to the bank within a week 
or ten days, and new checks had to be issued in their 
stead.’ It was claimed that a fifth as many certificates 


1 It is believed that about $10,000,000 in clearing-house checks for continuous 
circulation would have answered all purposes, and would have saved much labor. 
When the pay-check clearances were at their height, many extra clerks were added 
to the regular forces of the clearing-house banks, and working until ten o’clock 
at night was not infrequent on Tuesdays, Wednesdays, and Thursdays, when the 
pay checks came in by the basketfuls. 

During the height of the pay-check distribution some of the larger banks 
would receive from $500,000 to $700,000 worth of checks a day, including the 
amounts drawn on them and from the banks for which they clear. A few of the 
banks had from twelve to fifteen men sorting the pay checks, and separate quarters 
had to be provided for the work. The number of checks was very materially in- 
creased when the clearing house decided to issue the $1 and $2 checks, but after 
the third or fourth week the number of checks showed a marked falling off. The 
offices of large corporations were also very busy places before pay-days, as all the 
checks had to be signed. Some clerks could sign 400 to 500 checks in eight hours, 
and the amount of men required and the labor involved in issuing from 30,000 to 
40,000 checks twice a month can be appreciated. Special Correspondence from 
Pittsburg to the Evening Post, New York, January 16, 1908. 
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for continuous circulation would have answered the same 
purposes, and, would have saved much labor. 

Pay checks were also issued by railroads, mining com- 
panies, manufacturers, and store-keepers in a large num- 
ber of other cities. Shops and stores and places of amuse- 
ment in the neighborhood of their issue generally accepted 
them, and it is,indeed, surprising, considering their variety, 
their liability to counterfeit, and their general lack of se- 
curity, how little real difficulty was experienced in getting 
them to circulate in lieu of cash (Samples Nos. 19-24). Of 
these issues, whose total, doubtless, ran into the hundred 
millions, we have no statistical data whatever, except for 
the estimate in the case of Pittsburg. 


So far as one can judge, the banks of the country have 
never in previous panics suspended payments with quite 
the same simultaneity as in 1907. In 1873 suspensions 
were at first confined to the banks of New York City, and, 
after an interval, “extended to other large cities, be- 
cause the New York banks could not respond to the 
demands of their correspondents in those cities, and these, 
in turn, could not respond to the demands of their cor- 
respondents.” In 1893 the interior banks got into 
trouble first, and sporadic failures, multiplying here and 
there, gradually forced other banks, and finally the New 
York banks, to a temporary restriction of payments.’ 
But in 1907 suspension occurred with considerable una- 
nimity throughout the whole United States, and in many 
localities was adopted as a precautionary measure before 
any significant runs had been made upon the banks 
concerned. 

The banks of New York City determined upon the issue 
of their clearing-house loan certificates on Saturday, 


1 Report of the Comptroller of the Currency, 1873. 
2 Evening Post, New York, April 4, 1908. 
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October 26, and on the following Monday, October 28, 
the associated banks of many other cities in all parts of 
the country followed their example. In several places, 
however, conditions hung fire for a couple of weeks, and 
substitutes for cash were not instituted until the week 
beginning November 11. This was the case in such widely 
separated cities as Charleston, 8.C., Dallas, Tex., Canton, 
O., Council Bluffs, Ia., Joliet, Ill., Lexington, Ky., Harris- 
burg and Easton, Penn., and Topeka, Kan. In Cleve- 
land, O., cash substitutes were not resorted to until more 
than a month after the outbreak of the panic, not, in 
fact, until December ‘3, but this was altogether excep- 
tional. 

The date of retirement given in the tables is neither 
exact nor uniform. In cities where banks to which loan 
certificates were issued failed during the panic, such cer- 
tificates may have remained uncancelled long after the 
certificates of solvent banks had been taken up and re- 
tired. In cities also where the certificates and checks 
entered the general circulation and became scattered over 
wide territory, some may have remained outstanding for 
a considerable time after the notice of retirement was pub- 
lished. In fact, small amounts, lost or destroyed or taken 
by collectors, may never be presented for redemption. 
Some of the replies here tabulated indicate the date when 
the banks ceased paying out the devices or gave notice of 
their retirement; others represent the time when sub- 
stantially all of the certificates and checks of solvent 
banks had been retired; only in a few cases do they record 
the time when the entire amount had been redeemed. 

It is, perhaps, worthy of record in this connection that 
in New York the time elapsing between the first issue and 
the date of final cancellation of the certificates was twenty- 
two weeks, or three weeks longer than in the crisis of 1893. 
In Pittsburg, Los Angeles, and New Orleans the emer- 
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gency currency was outstanding also for about five 
months; but such duration was clearly exceptional. In 
most places the notes and certificates were rapidly re- 
tired soon after the beginning of the new year; i.e., 
within eight or ten weeks after the date of their first 
issue. 


Surveying the record as a whole, we have here definite 
figures for 334 millions of emergency currency issued 
during the panic of 1907, classified as follows :— 


Clearing-house certificates (large)... ....4... $238 million. 
Clearing-house certificates (small)... ....2... i 
“i EE on tae, em vee ge: Gt ene _ * 
EE ie sages whale 6S «ale aee.e um 
Manufacturers’ pay checks. ............ a 
eS ae ee ae ee er $334 “ 


Making a very moderate allowance for the cashiers’ checks 
and pay checks issued in cities from which their amounts 
have not been reported, including many of the largest 
cities like New York and Philadelphia, we may safely place 
an estimate of the total issue of substitutes for cash above 
500 millions. For two months or more these devices fur- 
nished the principal means of payment for the greater part 
of the country, passing almost as freely as greenbacks or 
bank-notes from hand to hand and from one locality to 
another. The San Francisco certificates, for instance, cir- 
culated, not only in California, but in Nevada and in 
south-eastern Oregon, some reaching as far east as Phila- 
delphia, some as far west as the Hawaiian Islands. The 
banks of Pittsburg, on the other hand, reported remittances 
of certificates and checks, in denominations ranging from 
$1 up, from as scattered localities as Cleveland, Cincin- 
nati, St. Louis, Chicago, Milwaukee, Duluth, Philadelphia, 
Danville, Va., and Spokane. Most off this currency was 
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illegal, but no one thought of prosecuting or interfering 
with its issuers. Much of it was subject to a 10 per cent. 
tax, but no one thought of collecting the tax. As prac- 
tically all of it bore the words “payable only through 
the clearing house,” its holders could not demand pay- 
ment for it in cash. In plain language it was an incon- 
vertible paper money issued without the sanction of law, 
an anachronism in our time, yet necessitated by condi- 
tions for which our banking laws did not provide. Dur- 
ing the period of apprehension, when banks were being 
run upon and legal money had disappeared in hoards, in 
default of any legal means of relief, it worked effectively 
and doubtless prevented multitudes of bankruptcies which 
otherwise would have occurred. 











A. Piatt ANDREW. 























Among the following samples of emergency currency Nos. 1-8 represent clearing-house 
certificates; Nos. 9-10, clearing-house checks; Nos, 11-15, cashiers’ checks payable to 
bearer; No. 16, reserve agent exchange; Nos, 17-18, deposit mene pvarg and Nos, 19-24, 
manufacturers’ pay scrip. For Nos. 6, 8, 15, 21, 22, 23, and 24 I am indebted to the 
collection of Mr. Theodore H. Price, of New Y ork, 
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ON THE NATURE OF CAPITAL. 


SUMMARY. 


The knowledge‘ of ways and means is a communal product, 517.~— 
Access to the common stock of technological knowledge is necessary 
to the production of a livelihood, 524.—With the advance of the indus- 
trial arts the possession of material equipment has become a requisite 
to the effective use of this common stock of knowledge and skill, 527.— 
Hence the great advantage of owniig capital goods, 530; and hence 
the dominant position of the owner-employer m modern economic 
life, 585.—Summary conclusion, 541. 


Ir has been usual in expositions of economic theory 
to speak of capital as an array of “productive goods.’’ 
What is immediately had in mind in this expression, as 
well as in the equivalent “capital goods,” is the industrial 
equipment, primarily the mechanical appliances employed 
in the processes of industry. When the productive effi- 
ciency of these and of other, subsidiary classes of capital 
goods is subjected to further analysis, it is not unusual to 
trace it back to the productive labor of the workmen, 
the labor of the individual workman being the ultimate 
productive factor in the commonly accepted systems of 
theory. The current theories of production, as also those 
of distribution, are drawn in individualistic terms, par- 
ticularly when these theories are based on hedonistic prem- 
ises, as they commonly are. 

Now, whatever may or may not be true for human 
conduct in some other bearing, in the economic respect 
man has never lived an isolated, self-sufficient life as an 
individual, either actually or potentially. Humanly speak- 
ing, such a thing is impossible. Neither an individual 
person nor a single household, nor a single line of descent, 
can maintain its life in isolation. Eeonomically speaking, 
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this is the characteristic trait of humanity that separates 
mankind from the other animals. The life-history of the 
race has been a life-history of human communities, of more 
or less considerable'size, with more or less of group soli- 
darity, and with more or less of cultural continuity over 
successive generations. The phenomena of human life 
occur only in this form. 

This continuity, congruity, or coherence of the group, 
is of an immaterial character. It is a matter of knowledge, 
usage, habits of life and habits of thought, not a matter 
of mechanical continuity or contact, or even of consan- 
guinity. Wherever a human community is met with, as, 
e.g., among any of the peoples of the lower cultures, it 
is found in possession of something in the way of a body 
of technological knowledge,—knowledge serviceable and 
requisite to the quest of a livelihood, comprising at least 
such elementary acquirements as language, the use of fire, 
of a cutting edge, of a pointed stick, of some tool for piere- 
ing, of some form of cord, thong, or fibre, together with 
some skill in the making of knots and lashings. Co-ordi- 
nate with this knowledge of ways and means, there is also 
uniformly present some matter-of-fact knowledge of the 
physical behavior of the materials with which men have 
to deal in the quest of a livelihood, beyond what any one 
individual has learned or can learn by his own experience 
alone. This information and proficiency in the ways and 
means of life vests in the group at large; and, apart from 
accretions borrowed from other groups, it is the product 
of the given group, tho not produced by any single gener- 
ation. It may- be called the immaterial equipment, or, 
by a license of speech, the intangible assets * of the commu- 

1** Assets” is, of course, not to be taken literally in this connection. The term 
properly covers a pecuniary concept, not an industrial (technological) one, and 
it connotes ownership as well as value; and it will be used in this literal sense when, 
in a later article, ownership and investment come into the discussion. In the 


present connection it is used: figuratively, for want of a better term, to convey the 
connotation of value and serviceability without thereby implying ownership. 
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nity; and, in the early days at least, this is far and away 
the most important and consequential category of the 
community’s assets or equipment. Without access to 
such a common stock of immaterial equipment no individ- 
ual and no fraction of the community can make a living, 
much less make an advance. Such a stock of knowledge 
and practice is perhaps held loosely and informally; but 
it is held as a common stock, pervasively, by the group as 
a body, in its corporate capacity, as one might say; and 
it is transmitted and augmented in and by the group, 
however loose and haphazard the transmission may be 
conceived to be, not by individuals and in single lines of 
inheritance. 

The requisite knowledge and proficiency of ways and 
means is a product, perhaps a by-product, of the life of 
the community at large; and it can also be maintained 
and retained only by the community at large. Whatever 
may be true for the unsearchable prehistoric phases of the 
life-history of the race, it appears to be true for the most 
primitive human groups and phases of which there is 
available information that the mass of technological 
knowledge possessed by any community, and necessary 
to its maintenance and to the maintenance of each of its 
members or subgroups, is too large a burden for any one 
individual or any single line of descent to carry. This 
holds true, of course, all the more rigorously and con- 
sistently, the more advanced the “‘state of the industrial 
arts’? may be. But it seems to hold true with a generality 
that is fairly startling that whenever a given cultural 
community is broken up or suffers a serious diminution 
of members, its technological heritage deteriorates and 
dwindles, even tho it may have been apparently meagre 
enough before. On the other hand, it seems to hold true 
with a similar uniformity that, when an individual member 
or a fraction of a community on what we call a lower stage 
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of economic development is drawn away and trained and 
instructed in the ways of a larger and more efficient tech- 
nology, and is then thrown back into his home community, 
such an individual or fraction proves unable to make 
head against the technological bent of the community 
at large or even to create a serious diversion. Slight, 
perhaps transient, and gradually effective technological 
consequences.may result from such an experiment; but 
they become effective by diffusion and assimilation through 
the body of the community, not in any marked degree 
in the way of an exceptional efficiency on the part of the 
individual or fraction which has been subjected to excep- 
tional training. And inheritance in technological matters 
runs not ‘in the channels of consanguinity, but in those 
of tradition and habituation, which are necessarily as wide 
as the scheme of life of the community. Even in a rela- 
tively small and primitive community the mass of detail 
comprised in its knowledge and practice of ways and means 
is large,—too large for any one individual or household 
to become competently expert in it all; and its ramifi- 
cations are extensive and diverse at the same time that 
all these ramifications bear, directly or indirectly, on the 
life and work of each member of the community. Neither 
the standard and routine of living nor the daily work of 
any individual in the community would remain the same 
after the introduction of an appreciable change, for good 
or ill, in any branch of the community’s equipment of 
technological expedients. If the community grows larger, 
to the dimensions of a modern civilized people, and this 
immaterial equipment grows proportionately great and 
various, then it will become increasingly difficult to trace 
the connection between any given change in technological 
detail and the fortunes of any given obscure member of the 
community. Butit is at least safe to say that an increase 
in the volume and complexity of the body of technological 
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knowledge and practise does not progressively emancipate 
the life and work of the individual from its dominion. 

The complement of technological knowledge so held, 
used, and transmitted in the life of the community is, of 
course, made up out of the experience of individuals. 
Experience, experimentation, habit, knowledge, initia- 
tive, are phenomena of individual life, and it is neces- 
sarily from this source that the community’s common 
stock is all derived. The possibility of its growth lies in 
the feasibility of accumulating knowledge gained by indi- 
vidual experience and initiative, and therefore it lies in 
the feasibility of one individual’s learning from the expe- 
rience of another. But the initiative and technological 
enterprise of individuals, such, e.g., as shows itself in 
inventions and discoveries of more and better ways and 
means, proceeds on and enlarges the accumulated wis- 
dom of the past. Individual initiative has no chance 
except on the ground afforded by the common stock, and 
the achievements of such initiative are of no effect except 
as accretions to the common stock. And the invention 
or discovery so achieved always embodies so much of 
what is already given that the creative contribution of 
the inventor or discoverer is trivial by comparison. 

In any known phase of culture this common stock of 
intangible, technological equipment is relatively large 
and complex,—.e., relatively to the capacity of any indi- 
vidual member to create or to use it; and the history of 
its growth and use is the history of the development of 
material civilization. It is a knowledge of ways and 
means, and is embodied in the material contrivances 
and processes by means of which the members of the com- 
munity make their living. Only by such means does 
technological efficiency go into effect. These ‘“ material 
contrivances” (“capital goods,” material equipment) are 
such things as tools, vessels, vehicles, raw materials, 
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buildings, ditches, and the like, including the land in use; 
but they include also, and through the greater part of the 
early development chiefly, the useful minerals, plants, 
and animals. To say that these minerals, plants, and 
animals are useful—in other words, that they are eco- 
nomic goods—means that they have been brought within 
the sweep of the community’s knowledge of ways and 
means. : 

In the relatively early stages of primitive culture the 
useful plants and minerals are, no doubt, made use of in 
a wild state, as, e.g., fish and timber have continued to 
be used. Yet in so far as they are useful they are un- 
mistakably to be counted in among the material equip- 
ment (“tangible assets’’) of the community. The case is 
well illustrated by the relation of the Plains Indians to 
the buffalo, and by the north-west coast Indians to the 
salmon, on the one hand, and by the use of a wild flora 
by such communities as the Coahuila Indians, the Aus- 
tralian blacks, or the Andamanese, on the other hand. 

But with the current of time, experience, and initiative, 
domesticated (that is to say improved) plants and animals 
come to take the first place. We have then such “tech- 
nological expedients’’ in the first rank as the many spe- 
cies and varieties of domestic animals, and more particu- 
larly still the various grains, fruits, root crops, and the 
like, virtually all of which were created by man for human 
use; or perhaps a more scrupulously veracious account 
would say that they were in the main created by the 
women through long ages of workmanlike selection and 
cultivation. These things, of course, are useful because 
men have learned their use, and their use, so far as it has 
been learned, has been learned by protracted and volumi- 
nous experience and experimentation, proceeding at 
each step on the accumulated achievements of the past. 
Other things, which may in time come to exceed these in 
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usefulness are still useless, economically non-existent, 
on the early levels of culture, because of what men in that 
time have not yet learned. 


While this immaterial equipment of industry, the in- 
tangible assets of the community, have apparently always 
been relatively very considerable and are always mainly 
in the keeping of the community at large, the material 
equipment, the tangible assets, on the other hand, have, 
in the early stages (say the earlier 90 per cent.) of the 
life-history of human culture, been relatively slight, and 
have apparently been held somewhat loosely by indi- 
viduals or household groups. This material equipment 
is relatively -very slight in the earlier phases of techno- 
logical development, and the tenure by which it is held 
is apparently vague and uncertain. At a relatively 
primitive phase of the development, and under ordinary 
conditions of climate and surroundings, the possession of | 
the concrete articles (“capital goods”) needed to turn the| 
commonplace knowledge of ways and means to account| 
is a matter of slight consequence,—contrary to the view 
commonly spoken for by the economists of the classical 
line. Given the commonplace technological knowledge 
and the commonplace training,—and these are given by 
common notoriety and the habituation of daily life,— 
the acquisition, construction, or usufruct of the slender 
material equipment needed arranges itself almost as a 
matter of course, more particularly where this material 
equipment does not include a stock of domestic animals 
or a plantation of domest jated trees and vegetables. 
Under given circumstances a relatively primitive techno- 
logical scheme may involve some large items of material 
equipment, as the buffalo pens (piskun) of the Blackfoot 
Indians or the salmon weirs of the river Indians of the 
north-west coast. Such items of material equipment 
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are then likely to be held and worked collectively, either 
by the community at large or by subgroups of a consid- 
erable size. Under ordinary, more generally prevalent 
conditions it appears that even after a relatively great 
advance has been made in the cultivation of crops the 
requisite industrial equipment is not a matter for serious 
concern, particularly so aside from the tilled ground and 
the cultivated trees, as is indicated by the singularly loose 
and inconsequential notions of ownership prevalent 
among peoples occupying such a stage of culture. A 
primitive stage of communism is not known. 

But, as the common stock of technological knowledge 
increases in volume, range, and efficiency, the material 
equipment whereby this knowledge of ways and means 
is put into effect grows greater, more considerable rela- 
tively to the capacity of the individual. And so soon, 
or in so far, as the technological development falls into 
such shape as to require a relatively large unit of material 
equipment for the effective pursuit of industry, or such 
as otherwise to make the possession of the requisite ma- 
terial equipment a matter of consequence, so as seri- 
ously to handicap the individuals who are without these 
material means, and to place the current possessors of 
such equipment at a marked advantage, then the strong 
arm intervenes, property rights apparently begin to fall 
into definite shape, the principles of ownership gather 
force and consistency, and men begin to accumulate cap- 
ital goods and take measures to make them secure. 

An appreciable advance in the industrial arts is com- 
monly followed or accompanied by an increase of popula- 
tion. The difficulty of procuring a livelihood may be no 
greater after such an increase: it may even be less; but 
there results a relative curtailment of the available area 
and raw materials, and commonly also an increased acces- 
sibility of the several portions of the community. A wide- 
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reaching control becomes easier. At the same time a 
larger unit of material equipment is needed for the effective 
pursuit of industry. As this situation develops, it becomes 
worth while—that is to say, it becomes feasible—for the 
individual with the strong arm to engross, or “corner,’’ 
the usufruet of the commonplace knowledge of ways and 
means by taking over such of the requisite material as 
may be relatively scarce and relatively indispensable for 
procuring a livelihood under the current state of the indus- 
trial arts.’ Circumstances of space and numbers prevent 
escape from the new technological situation. The com- 
monplace knowledge of ways and means cannot be 
turned to account, under the new conditions, without 
a material equipment adapted to the then current state 
of the industrial arts; and such a suitable material equip- 
ment is no longer a slight matter to be compassed by 
workmanlike initiative and application. Beati possidentes. 


The emphasis of the technological situation, as one 
might say, may fall now on one line of material items, 
now on another, according as the exigencies of climate, 
topography, flora and fauna, density of population, and 
the like, may decide. So also, under the rule of the same 
exigencies, the early growth of property rights and of the 
principles (habits of thought) of ownership may settle on 
one or another line of material items, according as one or 
another affords the strategic advantage for engrossing the 
current technological efficiency of the community. 

Should the technological situation, the state of the indus- 
trial arts, be such as to throw the strategic emphasis on 
manual labor, on workmanlike skill and application, and 


1 Motives of exploit and emulation, no doubt, play a serious part in bringing 
on the practise of ownership and in establishing the principles on which it rests; 
but this play of motives and the concomitant growth of institutions cannot be taken 
up here. C/. Theory of the Leisure Class, chaps. i, ii, iii. 
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if at the same time the growth of population has made 
land relatively scarce, or hostile contact with other com- 
munities has made it impracticable for members of the 
community to range freely over outlying tracts, then it 
would be expected that the growth of ownership should 
take the direction primarily of slavery, or of some equiva- 
lent form of servitude, so effecting a naive and direct 
monopolistic control of the current knowledge of ways 
and means.’ Whereas if the development has taken such 
a turn, and the community is so placed as to make the 
quest of a livelihood a matter of the natural increase of 
flocks and herds, then it should reasonably be expected 
that these items of equipment will be the chief and primary 
subject of property rights. In point of fact, it appears 
that a pastoral culture commonly involves also some 
degree of servitude, along with the ownership of flocks 
and herds. 

Under different circumstances the mechanical appli- 
ances of industry, or the tillable land, might come into the 
position of strategic advantage, and might come in for 
the foremost place in men’s consideration as objects of 
ownership. The evidence afforded by the known (rela- 
tively) primitive cultures and communities seems to indi- 
cate that slaves and cattle have in this way come into 
the primacy as objects of ownership at an earlier period 
in the growth of material civilization than land or the 
mechanical appliances. And it seems similarly evident— 
more so, indeed—that land has on the whole preceded 
the mechanical equipment as the stronghold of ownership 
and the means of engrossing the community’s industrial 
efficiency. 

It is not until a late period in the life-history of material 
civilization that ownership of the industrial equipment, in 
the narrower sense in which that phrase is commonly 


1C}. H. Nieboer, Slavery as an Industria] System, chap. iv., sect. 12. 
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employed, comes to be the dominant and typical method 
of engrossing the immaterial equipment. Indeed, it is a 
consummation which has been reached only a very few 
times even partially, and only once with such a degree 
of finality as to leave the fact indisputable. If it may 
be said, loosely, that mastery through the ownership of 
slaves, cattle, or land comes on in force only after the 
economic development has run through some nine-tenths 
of its course hitherto, then it may be said likewise that 
some ninety-nine one-hundredths of this course of devel- 
opment had been completed before the ownership of the 
mechanical equipment came into undisputed primacy as 
the basis of pecuniary dominion. So late an innovation, 
indeed, is this modern institution of “capitalism,”—the! 
predominant ownership of industrial capital as we know} 
it,—and yet so intimate a fact is it in our familiar scheme 
of life, that we have some difficulty in seeing it in perspec- 
tive at all, and we find ourselves hesitating between 
denying its existence, on the one hand, and affirming it 
to be a fact of nature antecedent to all human institutions, 
on the other hand. 

In so speaking of the ownership of industrial equipment 
as being an institution for cornering the community’s 
intangible assets, there is conveyed an unavoidably im- 
plied, tho unintended, note of condemnation. Such an 
implication of merit or demerit is an untoward circum- 
stance in any theoretical inquiry. Any sentimental bias, 
whether of approval or disapproval, aroused by such an 
implied censure, must unavoidably hamper the dispassion- 
ate pursuit of the argument. To mitigate the effect of 
this jarring note as far as may be, therefore, it will be expe- 
dient to turn back for a moment to other more primitive 
and remoter forms of the institution,—as slavery and 
landed wealth,—and so reach the modern facts of industrial 
capital by a roundabout and gradual approach. 
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These ancient institutions of ownership, slavery and 
landed wealth, are matters of history. Considered as dom- 
inant factors in the community’s scheme of life, their 
record is completed; and it needs no argument to enforce 
the proposition that it is a record of economic dominion 
by the owners of the slaves or the land, as the case may 
be. The effect of slavery in its best day, and of landed 
wealth in medieval and early modern times, was to make 
the community’s industrial efficiency serve the needs of 
the slave-owners in the one case and of the land-owners 
inthe other. The effect of these institutions in this respect 
is not questioned now, except in such sporadic and apolo- 
getical fashion as need not detain the argument. 

But the fact that such was the direct and immediate 
effect of these institutions of ownership in their time by 
no means involves the instant condemnation of the insti- 
tutions in question. It is quite possible to argue that 
slavery and landed wealth, each in its due time and due 
cultural setting, have served the amelioration of the lot 
of man and the advance of human culture. What these 
arguments may be that aim to show the merits of slavery 
and landed wealth as a means of cultural advance does 
not concern the present inquiry, neither do the merits 
of the case in which the arguments are offered. The mat- 
ter is referred to here to call to mind that any similar 
theoretical outcome of an analysis of the productivity 
of “capital goods” need not be admitted to touch the 
merits of the case in controversy between the socialistic 
critics of capitalism and the spokesmen of law and order. 

The nature of landed wealth, in point of economic theory, 
especially as regards its productivity, has been sifted with 
the most jealous precautions and the most tenacious 
logic during the past century; and any economic student 
can easily review the course of the argument whereby that 
line of economic theory has been run to earth. It is only 























ON THE NATURE OF CAPITAL 529 


necessary here to shift the point of view slightly to bring 
the whole argument concerning the rent of land to bear 
on the present question. Rent is of the nature of a differ- 
ential gain, resting on a differential advantage in point 
of productivity of the industry employed upon or about it. 
This differential advantage attaching to a given parcel of 
land may be a differential as against another parcel or as 
against industry applied apart from land. The differential 
advantage attaching to agricultural land—e.g., as against 
industry at large—rests on certain broad peculiarities of 
the technological situation. Among them are such pecu- 
liarities as these: the human species, or the fraction of it 
concerned in the case, is numerous, relatively to the extent 
of its habitat; the methods of getting a living, as hitherto 
elaborated, the ways and means of life, make use of certain 
crop plants and certain domestic animals. Apart from 
such conditions, taken for granted in arguments concern- 
ing agricultural rent, there could manifestly be no differ- 
ential advantage attaching to land and no production of 
rent. With increased command of methods of transpor- 
tation, the agricultural lands of England, e.g., and of 
Europe at large, declined in value, not because these lands 
became less fertile, but because an equivalent result could 
more advantageously be got by a new method. So, again, 
the flint- and amber-bearing regions that are now Danish 
and Swedish territory about the waters at the entrance 
to the Baltic were in the neolithic culture of northern 
Europe the most favored and valuable lands within that 
cultural region. But, with the coming of the metals and 
the relative decline of the amber trade, they began to fall 
behind in the scale of productivity and preference. So 
also in later time, with the rise of ‘‘industry’”’ and the 
growth of the technology of communication, urban prop- 
erty has gained, as contrasted with rural property, and 
land placed in an advantageous position relatively to 
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shipping and railroads has acquired a value and a “pro- 
ductiveness’’ which could not be claimed for it apart from 
these modern technological expedients. 

The argument of the single-tax advocates and other 
economists as to the “unearned increment’’ is sufficiently 
familiar, but its ulterior implications have not commonly 
been recognized. The unearned increment, it is held, 
is produced. by the growth of the community in numbers 
and in the industrial arts. The contention seems to be 
sound, and is commonly accepted; but it has commonly 
been overlooked that the argument involves the ulterior 
conclusion that all land values and land productivity, 
including the “original and indestructible powers of the 
soil,” are a function of the ‘“‘state of the industrial arts.”’ 
It is only within the given technological situation, the 
current scheme of ways and means, that any parcel of 
land has such productive powers as it has. It is, in other 
words, useful only because, and in so far, and in such man- 
ner, as men have learned to make use of it. This is what 
brings it into the category of ‘‘land,’’ economiéally speak- 
ing. And the preferential position of the landlord as a 
claimant of the “net product”’ consists in his legal right 
to decide whether, how far, and on what terms men shall 
put this technological scheme into effect in those features 
of it which involve the use of his parcel of land. 


All this argument concerning the unearned increment 
may be carried over, with scarcely a change of phrase, 
to the case of “capital goods.” The Danish flint supply 
was of first-rate economic consequence, for a thousand 
years or so, during the stone age; and the polished-flint 
utensils of that time were then ‘capital goods”’ of inesti- 
mable importance to civilization, and were possessed of 
a “productivity” so serious that the life of mankind in 
that world may be said to have been balanced on the 
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fine-ground edge of those magnificent polished-flint axes. 
All that lasted through its technological era. The flint 
supply and the mechanical expedients and “capital goods,” 
whereby it was turned to account, were valuable and pro- 
ductive then, but neither before nor after that time. 
Under a changed technological situation the capital goods 
of that time have become museum exhibits, and their 
place in human economy has been taken by technological 
expedients which embody another “‘state of the industrial 
arts,” the outcome of later and different phases of human 
experience. Like the polished-flint axe, the metal utensils 
which gradually displaced it and its like in the economy 
of the Occidental culture were the product of long expe- 
rience and the gradual learning of ways and means. The 
steel axe, as well as the flint axe, embodies the same ancient 
technological expedient of a cutting edge, as well as the 
use of a helve and the efficiency due to the weight of the 
tool. And in the case of the one or the other, when seen 
in historical perspective and looked at from the point of 
view of the community at large, the knowledge of ways 
and means embodied in the utensils was the serious and 
consequential matter. The construction or acquisition 
of the concrete ‘‘capital goods” was simply an easy con- 
sequence. It “cost nothing but labor,’ as Thomas Mun 
would say. 

Yet it might be argued that each concrete article of 
“capital goods” was the product of some one man’s labor, 
and, as such, its productivity, when put to use, was but 
the indirect, ulterior, deferred productiveness of the 
maker’s labor. But the maker’s productivity in the case 
was but a function of the immaterial technological equip- 
ment at his command, and that in its turn was the slow 
spiritual distillate of the community’s time-long experi- 
ence and initiative. To the individual producer or 
owner, to whom the community’s accumulated stock of 
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immaterial equipment was open by common notoriety, 
the cost of the concrete material goods would be the effort 
involved in making or getting them and in making good 
his claim to them. To his neighbor who had made or 
acquired no such parcel of “productive goods,’ but to 
whom the resources of the community, material and 
immaterial, were open on the same easy terms, the matter 
would look very much the same. He would have no 
grievance, nor would he have occasion to seek one. Yet, 
as a resource in the maintenance of the community’s life 
and a factor in the advance of material civilization, the 
whole matter would have a different meaning. 

So long, or rather in so far, as the “capital goods”’ 
required to meet the technological demands of the time 
were slight enough to be compassed by the common man 
with reasonable diligence and proficiency, so long the 
draft upon the common stock of immaterial assets by any 
one would be no hindrance to any other, and no differ- 
ential advantage or disadvantage would emerge. The 
economic situation would answer passably to the classical 
theory of a free competitive system,—“the simple and 
obvious system of natural liberty,’ which rests on the 
presumption of equal opportunity. In a roughly approxi- 
mate way, such a situation supervened in the industrial 
life of western Europe on the transition from medieval 
to modern times, when handicraft and “industrial’’ enter- 
prise superseded landed wealth as the chief economic 
factor. Within the “industrial system,” as distinct from 
the privileged non-industrial classes, a man with a modicum 
of diligence, initiative, and thrift might make his way in 
a tolerable fashion without special advantages in the way 
of prescriptive right or accumulated means. The prin- 
ciple of equal opportunity was, no doubt, met only in a 
very rough and dubious fashion; but so favorable became 
the conditions in this respect that men came to persuade 
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themselves in the course of the eighteenth century that a 
substantially equitable allotment of opportunities would 
result from the abrogation of all prerogatives other than 
the ownership of goods. But so precarious and transient 
was this approximation to a technologically feasible sys- 
tem of equal opportunity that, while the liberal movement 
which converged upon this great economic reform was still 
gathering head, the technological situation was already 
outgrowing the possibility of such a scheme of reform. 
After the Industrial Revolution came on, it was no longer 
true, even in the roughly approximate way in which it 
might have been true some time earlier, that equality 
before the law, barring property rights, would mean equal 
opportunity. In the leading, aggressive industries which 
were beginning to set the pace for all that economic system 
that centred about the market, the unit of industrial 
equipment, as required by the new technological era, was 
larger than one man could compass by his own efforts 
with the free use of the commonplace knowledge of ways 
and means. And the growth of business enterprise pro- 
gressively made the position of the small, old-fashioned 
producer more precarious. But the speculative theoreti- 
cians of that time still saw the phenomena of current 
economic life in the light of the handicraft traditions and 
of the preconceptions of natural rights associated with 
that system, and still looked to the ideal of “natural 
liberty” as the goal of economic development and the 
end of economic reform. They were ruled by the prin- 
ciples (habits of thought) which had arisen out of an 
earlier situation, so effectually as not to see that the rule 
of equal opportunity which they aimed to establish was 
already technologically obsolete.’ 

During the hundred years and more of this ascendency 

1For a eee extended discussion of this point see the Quarterly Journal of 


Economics, July, 1899, ‘‘The Preconceptions of Economic Science”; also the Theory 
of Business Enterprise, chap. iv., especially pp. 70-82. 
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of the natural-rights theories in economic science, the 
growth of technological knowledge has unremittingly gone 
forward, and concomitantly the large-scale industry has 
grown great and progressively dominated the field. This 
large-scale industrial régime is what the socialists, and 
some others, call “capitalism.’”’ “Capitalism,” as so 
used, is not a neat and rigid technical term, but it is 
definite enough to be useful for many purposes. On its 
technological side the characteristic trait of this capi- 
talism is that the current pursuit of industry requires a 
larger unit of material equipment than one individual 
can compass by his own labor, and larger than one person 
can make use of alone. 

So soon as the capitalist régime, in this sense, comes in, 
it ceases to be true that the owner of the industrial equip- 
ment (or the controller of it) in any given case is or may 
be the producer of it, in any naive sense of “production.” 
He is under the necessity of acquiring its ownership or 
control by some other expedient than that of industrially 
productive work. The pursuit of industry requires an 
accumulation of wealth, and, barring force, fraud, and 
inheritance, the method of acquiring such an accumula- 
tion of wealth is necessarily some form of bargaining; 
that is to say, some form of business enterprise. Wealth 
is accumulated, within the industrial field, from the gains 
of business; that is to say, from the zains of advantageous 
bargaining.’ Taking the situation by and large, looking 
to the body of business enterprise as a whole, the advan- 
tageous bargaining from which gains accrue and from 
which, therefore, accumulations of capital are derived, is 
necessarily, in the last analysis, a bargaining between 

1 Marx holds that the ‘‘primitive accumulation” from which capitalism takes 
its rise is a matter of force and fraud (Capital, Book I., chap. xxiv.). Sombart holds 
the source to have been landed wealth (Moderne Kapitalismus, Book II., Part II., 
especially chap. xii.). Ehrenberg and other critics of Sombart incline to the view 


that the most important source was usury and the petty trade (Zeitalter der 
Fugger, chaps. i., ii.). 
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those who own (or control) industrial wealth and those 
whose work turns this wealth to account in productive 
industry. This bargaining for hire—commonly a wage 
agreement—is conducted under the rule of free contract, 
and is concluded according to the play of demand and 
supply, as has been well set forth by many writers. 

On this technological view of capital, as here spoken 
for, the relations between the two parties to the bargain, 
the capitalist-employer and the working class, stand as 
follows. More or less rigorously, the technological situa- 
tion enforces a certain scale and method in the various 
lines of industry.’ The industry can, in effect, be carried 
on only by recourse to the technologically requisite scale 
and method, and this requires a material equipment of 
a certain (large) magnitude; while material equipment 
of this required magnitude is held exclusively by the 
capitalist-employer, and is de facto beyond the reach of 
the common man. 

A corresponding body of immaterial equipment—knowl- 
edge and practice of ways and means—is likewise requi- 
site, under the rule of the same technological exigencies. 
This immaterial equipment is in part drawn on in the 
making of the material equipment held by the capitalist- 
employers, in part in the use to be made of this material 
equipment in the further processes of industry. This 
body of immaterial equipment so drawn on in any line of 
industry is, relatively, still larger, being, on any exhaus- 
tive analysis, virtually the whole body of industrial 
experience accumulated by the community up to date. 
A free draft on this common stock of technological wis- 

1The phrase ‘‘more or less” covers a certain margin of tolerance in respect 
of scale and method, which may be very appreciably wider in some lines of industry 
than in others, and which cannot be more adequately defined or described here 
within such space as could reasonably be allowed. The requirement of scale and 
method is enforced by competition. The force and reach of this competitive ad- 


justment can also not be dealt with here, but the familiar current acceptance of the 
fact will dispense with details. 
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dom must be had both in the construction and in the 
subsequent use of the material equipment; altho no 
one person can master, or himself employ, more than an 
inconsiderable fraction of the immaterial equipment so 
drawn on for the installation or operation of any given 
block of the material equipment. 

The owner of the material equipment, the capitalist- 
employer, is, in the typical case, not possessed of any 
appreciable fraction of the immaterial equipment neces- 
sarily drawn on in the construction and subsequent use 
of the material equipment owned (controlled) by him. 
His knowledge and training, so far as it enters into the 
question, is a knowledge of business, not of industry.’ 
The slight technological proficiency which he has or needs 
for his business ends is of a general character, wholly 
superficial and impracticable in point of workmanlike effi- 
ciency; nor is it turned to account in actual workman- 
ship. He therefore “needs in his business” the service 
of persons who have a competent working mastery of 
this immaterial technological equipment, and it is with 
such persons that his bargains for hire are made. By and 
large, the measure of their serviceability for his ends 
is the measure of their technological competency. No 
workman not possessed of some fractional mastery of the 
technological requirements is employed,—imbeciles are 
useless in proportion to their imbecility; and even un- 
skilled and “unintelligent”? workmen, so called, are of 
relatively little use, altho they may be possessed of a 
proficiency in the commonplace industrial details such 
as would bulk large in absolute magnitude. The ‘“com- 
mon laborer”’ is, in fact, a highly trained and widely pro- 
ficient workman when contrasted with the conceivable 
human blank supposed to have drawn on the community 
for nothing but his physique. 


1C}. Theory of Business Enterprise, chap. iii. 
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In the hands of these workmen—the industrial 
community, the bearers of the immaterial, technological 
equipment—the capital goods owned by the capitalist 
become a “means of production.” Without them, or 
in the hands of men who do not know their use, the goods 
in question would be simply raw materials, somewhat 
deranged and impaired through having been given the 
form which now makes them ‘‘capital goods.’’ The more 
proficient the workmen in their mastery of the techno- 
logical expedients involved, and the greater the facility 
with which they are able to put these expedients into 
effect, the more productive will be the processes in which 
the workmen turn the employer’s capital goods to ac- 
count. So, also, the more competent the work of. “super- 
intendence,”’ the foremanlike oversight and correlation of 
the work in respect of kind, speed, volume, the more will 
it count in the aggregate of productive efficiency. But 
this work of correlation is a function of the foreman’s 
mastery of the technological situation at large and his 
facility in proportioning one process of industry to the 
requirements and effects of another. Without this due 
and sagacious correlation of the processes of industry, 
and their current adaptation to the demands of the in- 
dustrial situation at large, the material equipment en- 
gaged would have but slight efficiency and would count 
for but little in the way of capital goods. The efficiency 
of the control exercised by the master-workman, engi- 
neer, superintendent, or whatever term may be used to 
designate the technological expert who controls and cor- 
relates the productive processes,—this workmanlike effi- 
ciency determines how far the given material equipment is 
effectually to be rated as ‘“‘capital goods.” 

Through all this functioning of the workman and the 
foreman the capitalist’s business ends are ever in the back- 
ground, and the degree of success that attends his busi- 
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ness endeavors depends, other things equal, on the effi- 
ciency with which these technologists carry on the proc- 
esses of industry in which he has invested. His work- 
ing arrangements with these workmen, the bearers of 
the immaterial equipment engaged, enables the capital- 
ist to turn the processes for which his capital goods are 
adapted to account for his own profit, but at the cost of 
such a deduction from the aggregate product of these 
processes as the workmen may be able to demand in 
return for their work. The amount of this deduction is 
determined by the competitive bidding of other capital- 
\ists who may have use for the same lines of technological 
efficiency, in the manner set forth by writers on wages. 

With the conceivable consolidation of all material assets 
under one business management, so as to eliminate com- 
petitive bidding between employers, it is plain that the 
resulting business concern would command the undivided 
forces of the technological situation, with such deduction 
as is involved in the livelihood of the working population. 
This livelihood would in such a case be reduced to the 
most economical footing, as seen from the standpoint of 
the employer. And the employer (capitalist) would be 
the de facto owner of the community’s aggregate knowl- 
edge of ways and means, except so far as this body of 
immaterial equipment serves also the housekeeping rou- 
tine of the working population. How nearly the current 
economic situation may approach to this finished state 
is a matter of opinion. There is also place for a broad 
question whether the conditions are more or less favor- 
able to the working population under the existing business 
régime, involving competitive bidding between the several 
business concerns, than they would be in case a compre- 
hensive business consolidation had eliminated competition 
and placed the ownership of the material assets on a 
footing of unqualified monopoly. Nothing but vague 
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surmises can apparently be offered in answer to these 
questions. 

But as bearing on the question of monopoly and the use 
of the community’s immaterial equipment it is to be kept 
in mind that the technological situation as it stands to-day 
does not admit of a complete monopolization of the com- 
munity’s technological expedients, even if a complete 
monopolization of the existing aggregate of material prop- 
erty were effected. There is still current a large body 
of industrial processes to which the large-scale methods 
do not apply and which do not presume such a large unit 
of material equipment or involve such rigorous correla- 
tion with the large-scale industry as to take them out of 
the range of discretionary use by persons not possessed 
of appreciable material wealth. Typical of such lines of 
work, hitherto not amenable to monopolization, are the 
details of housekeeping routine alluded to above. It is, 
in fact, still possible for an appreciable fraction of the pop- 
ulation to “pick up a living,’ more or less precarious, 
without recourse to the large-scale processes that are 
vontrolled by the owners of the material assets. This 
somewhat precarious margin of free recourse to the com- 
monplace knowledge of ways and means appears to be 
what stands in the way of a neater adjustment of wages 
to the “minimum of subsistence’”’ and the virtual owner- 
ship of the immaterial equipment by the owners of the 
material equipment. 

It follows from what has been said that all tangible ' 
assets owe their productivity and their value to the imma- 
terial industrial expedients which they embody or which 
their ownership enables their owner to engross. These 
immaterial industrial expedients are necessarily a product 
of the community, the immaterial residue of the commu- 


1** Tangible assets” is here taken to signify serviceable capital goods consid- 
ered as valuable possessions yielding income to their owner. 
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nity’s experience, past and present, which has no existence 
apart from the community’s life, and can be transmitted 
only in the keeping of the community at large. It may 
be objected by those who make much of the productivity 
of capital that tangible capital goods on hand are them- 
selves of value and have a specific productive efficiency, 
if not apart from the industrial processes in which they 
serve, then at least as a prerequisite to these processes, 
and therefore a material condition-precedent standing in 
a causal relation to the industrial product. But these 
material goods are themselves a product of the past exer- 
cise of technological knowledge, and so back to the begin- 
ning. What there is involved in the material equipment, 
which is not of this immaterial, spiritual nature, and so 
what is not an immaterial residue of the community’s 
experience, is the raw material out of which the industrial 
appliances are constructed, with the stress falling wholly 
on the “raw.” 

The point is illustrated by what happens to a mechani- 
cal contrivance which goes out of date because of a tech- 
nological advance and is displaced by a new contrivance 
embodying a new process. Such a contrivance ‘goes to 
the junk-heap,”’ as the phrase has it. The specific tech- 
nological expedient which it embodies ceases to be effective 
in industry, in competition with “improved methods.”’ 
It ceases to be an immaterial asset. When it is in this way 
eliminated, the material repository of it ceases to have 
value as capital. It ceases to be a material asset. ‘‘The 
original and indestructible powers’’ of the material con- 
stituents of capital goods, to adapt Ricardo’s phrase, 
do not make these constituents capital goods; nor, in- 
deed, do these original and indestructible powers of them- 
selves bring the objects in question into the category of 
economic goods at all. The raw materials—land, min- 
erals, and the like—may, of course, be valuable property, 
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and may be counted among the assets of a business. But 
the value which they so have is a function of the antici- 
pated use to which they may be put, and that is a func- 
tion of the technological situation under which it is antici- 
pated that they will be useful. 


All this may seem to undervalue or perhaps to overlook 
the physical facts of industry and the physical nature of 
commodities. There is, of course, no call to understate 
the importance of material goods or of manual labor. 
The goods about which this inquiry turns are the products 
of trained labor working on the available materials; but 
the labor has to be trained, in the large sense, in order to 
be labor, and the materials have to be available in order 
to be materials of industry. And both the trained effi- 
ciency of the labor and the availability of the material 
objects engaged are a function of the “state of the indus- 
trial arts.” 

Yet the state of the industrial arts is dependent on 
the traits of human nature, physical, intellectual, and 
spiritual, and on the character of the material environ- 
ment. It is out of these elements that the human tech- 
nology is made up; and this technology is efficient only 
as it meets with the suitable material conditions and is 
worked out, practically, in the material forces required. 
The brute forces of the human animal are an indispensable 
factor in industry, as are likewise the physical character- 
istics of the material objects with which industry deals. 
And it seems bootless to ask how much of the products of 
industry or of its productivity is to be imputed to these 
brute forces, human and non-human, as contrasted with 
the specifically human factors that make technological 
efficiency. Nor is it necessary to go into questions of that 
import here, since the inquiry here turns on the productive 
relation of capital to industry; that is to say, the relation 
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of the material equipment and its ownership to men’s 
dealings with the physical environment in which the race 
is placed. The question of capital goods (including that 
of their ownership and therefore including the question of 
investment) is a question of how mankind as a species 
of intelligent animals deals with the brute force at its dis- 
posal. It is a question of how the human agent deals with 
his means of life, not of how the forces of the environment 
deal with man. Questions of the latter class belong under 
the head of ecology, a branch of the biological sciences 
dealing with the adaptive variability of plants and ani- 
mals. Economic inquiry would belong under that cate- 
gory if the human response to the forces of the environment 
were instinctive and variational only, including nothing 
in the way of a technology. But in that case there would 
be no question of capital goods, or of capital, or of labor. 
Such questions do not arise in relation to the non-human 
animals. 

In an inquiry into the productivity of labor some per- 
plexity might be met with as to the share or the place of 
the brute forces of the human organism in the theory of 
production; but in relation to capital that question does 
not arise, except so far as these forces are involved in the 
production of the capital goods. As a parenthesis, more 
or less germane to the present inquiry into capital, it may 
be remarked that an analysis of the productive powers 
of labor would apparently take account of the brute ener- 
gies of mankind (nervous and muscular energies) as mate- 
rial forces placed at the disposal of man by circumstances 
largely beyond human control, and in great part not theo- 
retically dissimilar to the like nervous and muscular 
forces afforded by the domestic animals. 


THORSTEIN VEBLEN. 
Sranrorp UNIVERSITY. 





























THE STREET RAILWAY SETTLEMENT IN 
CLEVELAND. 





SUMMARY. 


The law as to franchises in Ohio; the “consent law,’’ 543.—Three 
difficulties: consents, reaching the center, finances. Mayor Johnson’s 
guarantees, 545.—Earlier competing companies, 548.—Negotiations 
with the main company, 549.—Physical value of property; questions 
as to paving, overhead charges, 551.—Method of determining franchise 
values, 553.—Three transactions for effecting the transfer,—the sale, 
559; the security grant, 559; the lease to the Municipal Traction 
Company, 561.—Financial calculations and expected economies of 
the Traction Company, 566.—The strike of the first few weeks and its 
defeat, 571.—Mayor Johnson’s attitude, 574. 


A most remarkable chapter of street railway history 
in this country has just come to an end in Cleveland. A 
new method of attacking a public utility in private hands 
has been successful, and a new solution of the street-car 
question has been placed on trial. It will take some time, 
perhaps years, to demonstrate beyond cavil the strength 
or weakness of this solution, but the time has already 
arrived when the proposed mode of solution can be de- 
scribed as something already undertaken. 

Street railway franchises in Ohio can only be granted 
for twenty-five years. The Rogers law, passed about the 
middle of the last decade, provided for fifty-year street 
railway franchises in Ohio, but through a popular uprising 
was repealed before the street railways had been able to 
take advantage of it in Cleveland, as they did do in Cin- 
cinnati. This was due, in part at least, to the quarrel 
between Mayor McKisson, the Republican mayor be- 
tween 1895 and 1889, and the late Senator Hanna, who 
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was then the most prominent street railway magnate in 
Cleveland. 

The old company, known as the Cleveland Electric Rail- 
way Company, which was operating, until April, 224 miles 
of track in the streets and highways of the city and 
county, had secured franchises at various times, which 
were to expire at various intervals in the future. In 
fact, on a few miles the franchises had already expired. 

The city in its early grants to two of the lines had re- 
served the right to regulate fares, and almost every one 
supposed that it still retained this right. But ordinances 
passed in 1898, to reduce the fare to four cents, were de- 
clared to be illegal by the United States Supreme Court on 
May 31, 1904, because of the wording of an ordinance for 
the consolidation of some of the roads in the city,.and for 
their electrification and extension, which had been passed 
in February, 1885. For over ten years no new long-time 
franchises had been granted in the city, altho some had 
been secured in the suburbs. In time the old franchises 
would all expire. In fact, their average life in the city was 
conceded by the company, at the close of 1907, as less than 
four years. The railway laws of Ohio, however, had been 
passed in the days of street railway domination and were 
hard to amend. They appear drawn with a special pur- 
pose of making it easy for an old company to secure a 
renewal of its grant, and to make it impossible for any 
other company to compete for the grant. This was 
brought about chiefly by the so-called consent law. 
Under that law a company which had once secured the 
consent of the majority of the abutting property owners 
of any street, need not secure them again when its fran- 
chises ran out and it sought a renewal. But a new com- 
pany wishing to bid for the franchises at the time of 
expiration of the old grant must present to the Council 
the consent of over one-half of the property owners upon 
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each street of the proposed route. The only effective 
course open for a new company was to find a route, if 
possible, along streets not already occupied by an exist- 
ing company. This was the method selected by Mayor 
Johnson a few months after his election in the spring of 
1901, as the best method of securing reasonable fares. 

Any control of rates by a state commission was out of 
the question, for, had such a commission been created, it 
would surely have been manned by friends of the existing 
street railways. The remedy of municipal ownership, to 
which the mayor is thoroughly committed in principle, 
was also out of the question, because not allowed by state 
law. The course adopted, of fighting a monopoly with a 
competitor, has been so universally condemned by ex- 
perience that, in resorting to it, Mr. Johnson was careful to 
introduce safeguards against consolidation with the ex- 
isting company, which during several years of warfare 
proved absolutely sufficient for the purpose and deserve 
to rank as a new discovery in the public utility contro- 
versy. The method adopted was that of the organiza- 
tion of a street railway company on ordinary lines, 
with full power to sell stock for its legitimate purposes, 
and operate its road. This company was then to lease 
the property to a holding company, whose entire capital 
stock of $10,000 should be owned by a small body of 
trustees. The stock was so tied up that no minority of 
the trustees could sell a controlling interest in the holding 
company. 

Three great difficulties confronted this experiment of 
competition by a company pledged to three-cent fare in 
a city where the average fare was 4.71 cents. These three 
difficulties were: to secure consents even on streets where 
there were no tracks; to get into the heart of the 
city, where there were no unoccupied streets; and to raise 
money. 
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A large sum, amounting to tens of thousands of dollars, 
was spent by the old company in paying property owners 
to refuse consents to the new company or to revoke con- 
sents already given. The new company was also finally 
forced to pay a good deal to obtain consents. Sometimes 
these payments took the form of an agreement with the 
abutting property owners to pay for all the paving between 
the curbs and the tracks,—an expense otherwise borne by 
special assessment upon the owners. In one case it was 
found impossible to get a sufficient number of consents 
on one or two streets which were sections of a continuous 
road. Therefore, four streets, Willett, Hanover, Fulton, 
and Rhodes, were united in one street, known as Fulton 
Road, so that the consent of one-half of the property 
owners on the entire street could overcome the failure to 
get a majority of some of the previous four streets. 

The second difficulty, that of reaching the heart of the 
city, was easier. By an old Ohio law a company having 
eight miles of track could run its cars over one mile of 
track in the congested district of a city. It could not use 
the overhead construction, but must furnish its own power; 
and a court would determine the rental to be paid for the 
use of the track. The new company in Cleveland took 
advantage of this provision only for a short distance, on 
Gordon Avenue, on the west side of the city. A better 
method was found through a remarkable case of fore- 
sight. In its early legislation on street railways, begin- 
ning in 1859, the city had reserved the right to grant to any 
other company or companies permission to use the tracks, 
overhead construction, and power in certain congested dis- 
tricts, known as neutral territory, on payment of a rental 
fixed by the Council. In most cities such reserved rights, 
if they ever existed, were abandoned by the city, but in 
Cleveland it happened on two different occasions, many 
years apart, that two lines, one coming in from Newburg 
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on the south-east side of the city, and one, controlled at 
the time by Mr. Johnson, from South Brooklyn on the 
south-west side, had made use of this privilege. The 
people thus had realized the advantage of neutral terri- 
tory, and had refused to abandon it. Hence it was pos- 
sible for a company once planted, and doing business 
outside of the central zone, to reach the heart of the city, 
provided the administration were as friendly to the new 
street railway enterprise as this one has been for seven 
years. 

The final difficulty in the way of building a competing 
three-cent fare company was financial. Not only was it 
necessary to convince possible investors that a company 
with this fare could pay 6 per cent. on its actual in- 
vestment, but it was necessary to meet the opposition of 
the bankers and brokers throughout the country. Al- 
most all the moneyed interests hoped for the failure of 
the experiment. Litigation by the old company and 
the securing of 58 injunctions during the last seven 
years scared away others. The one who first secured 
franchises, John B. Hoefgen, in 1902, found it difficult to 
buy material for other street railways in which he was 
interested. 

Mayor Johnson, who never owned any stock or bonds 
in the low-fare companies, guaranteed some of their notes, 
and in company with the editor of the Press, the evening 
paper of largest circulation in the city, guaranteed 6 
per cent. dividends on the stock. Money was thus raised 
at a critical period. When, subsequently, in 1906, the 
courts declared some of the franchises were tainted by 
the mayor’s alleged financial interest, he withdrew his 
guarantees, and the company took still other steps to 
meet the court’s decision. The higher courts, to which 
the case was appealed, had not decided whether any 
franchises had really been invalidated by the mayor’s 
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action when all litigation was closed by the lease. The 
mayor’s guarantees at one time, and the large financial 
help of Mr. B. T. Cable, of New York City, a friend of the 
mayor’s, at another time, tided over the situation until 
popular subscriptions of over $1,000,000 in small amounts 
by 2,400 stockholders were secured. 

The first cars were run on November 1, 1906, and at the 
time of Mr. Johnson’s election for his fourth term, in 
November, 1907, the new company was operating 16.22 
miles of its own track and was running its cars over several 
miles of track of the old company. Its business had in- 
creased from 200,456 fares in January, 1907, to 696,876 
fares in November of that year, and reached 1,033,609 
in March, 1908, with every prospect of continued rapid 
growth. 

As already intimated, some companies that had obtained 
franchises to run cars at three cents had been forced out 
of business by the courts. Two companies only remained 
in the field, working in perfect co-operation: and con- 
trolled by the same persons,—the Forest City Railway 
Company, with an investment of over $1,500,000 and 
the Low Fare Company, with an investment of only 
$64,000. The larger company was leased July 3, 1906, 
to the Municipal Traction Company, which by a traffic 
agreement operated cars on the tracks of the Low Fare 
Company. As the franchises of both the Forest City and 
the Low Fare Companies were subsequently surrendered 
and the lease with the Municipal Traction Company can- 
celled, as part of the agreement under which a new lease 
was made and a new franchise granted for all the streets 
of the city, it is unnecessary now to describe the terms 
of these early franchises and lease. It is sufficient to re- 
mark that the later documents were modelled after the 
early ones, and were improvements upon them. 
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In the early part of the summer of 1905 Mayor John- 
son offered to recommend to the City Council the pur- 
chase of the property of the old company, the Cleveland 
Electric Railway Company, by a holding company, at a 
price, in addition to its liabilities of about $9,000,000, of 
85 on its stock, whose par value was $23,400,000. On the 
purchase price of the stock 5 per cent. interest was to 
be paid. The company rejected this offer, and also an- 
other of 60 at 6 per cent. on the stock in May, 1907. 
But after the election of Mr. Johnson by 8,659 majority 
in 1907, and with a plurality over Mr. Burton of 9,326 
in a total vote of about 88,041, the managing editor of 
the Cleveland Plain Dealer, Mr. E. H. Baker, induced 
the Cleveland Electric Railway Company to appoint a 
prominent and highly respected attorney, Mr. F. H. Goff, 
to represent it, with full power in the settlement of the 
franchise controversy. In like manner the City Council 
appointed Mayor Johnson as its representative, and it 
was arranged to hold open sessions in the Council Cham- 
ber with all of the Council present who eould find it practi- 
cable to attend. Between December 4, 1907, and April 27, 
1908, nearly one hundred of these meetings were held. 
The verbatim reports fill nine volumes of over 500 pages 
each, while such of the exhibits as were printed fill four 
more volumes, and many reports never were embodied in 
the proceedings. 

It was agreed at the start that, if the city and the Cleve- 
land Electric Railway Company, through their representa- 
tives, could agree upon the physical and franchise values 
and the value of the company as a going concern, then a 
holding company should lease all the street railway prop- 
erties of the city at an agreed interest upon these values, 
for the purpose of operating them as much in the interest of 
the city as was practicable without actual municipal owner- 
ship. It was understood that the properties of the Forest 
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City and the Low Fare Companies should be accepted at 
their actual cost of $1,805,600. It was recognized that 
$200,000 or more of this amount was not actual investment 
in physical property, but had been spent in necessary 
litigation, purchase of consents, and the like; and it may 
be remarked that the investment covered not only the 16 
miles of track owned by the company, but many new and 
expensive cars operated on tracks of the old company, and 
a considerable amount of new track and other material on 
hand ready for further construction. In view of the fact 
that the old company was to be paid the value of its fran- 
chises and something for good will, or as a going value, 
while nothing was to be given on either account to the new 
companies, it was thought fair to allow their sale at the 
actual cost, including the legal and other expenses just 
mentioned. 

The contest settled about the value of the Cleveland 
Electric Railway Company. It was agreed that this 
property was to be taken over as of January 1, 1908. The 
physical property was divided into twelve schedules, and 
the city on the one side, through the mayor, and the com- 
pany on the other side, through Mr. Goff, appointed an ex- 
pert to value each schedule. The result finally reached 
for the 224.5 miles of track in the streets was as follows: 
There were 14.5 miles of track in the car barns and yards 
and 188 miles of paving. Of the track in the streets, only 
17 miles had less than 80-pound rails and 178 miles were 
90-pound and upwards. The rails were taken at $38.80 
per ton, when new, and the copper at 17 cents per pound. 
The depreciation, according to agreed rules, was deducted 
from all portions of the plant, and the final result is here 
given: 
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PuysicaL VALUE SCHEDULE. 





Description. Value. Per Mile. 
eres eS hal ee ee Ss $3,800,000.00 $16,926.50 
ee ee ey ee 1,721,000.00 7,665.92 
SS et ce ey ee 2,634,563.23 11,735.25 
a as. £5. 0-16. dS 8 1,134,473.96 5,053.34 
Buildings, except power and battery 
SRI £5 Sw es bute cities, 842,987.00 3,754.95 
Overhead construction, including feed 
ee ae a pone 1,007,957.55 4,489.79 
Ww i eee 95,409.02 424.99 
Three power stations and buildings 
0 SSS eee 2,216,990.93 9,875.24 
Storage batteries and buildings there- 
_ ae er a ae 289,862.94 1,291.15 
Shops, shop stores and tools, rails, ties, 
RS. a. s--4, shou Sedeiel « 427,074.37 1,902.33 
Miscellaneous rolling stock and equip- 
Sg IER SP iy Sale? ea 154,765.76 689.38 
Overhead charges not included in any 
other of the above schedules . . 709,530.00 3,160.49 
NRA te er $15,034,614.76 $66,969.33 


Only two of the above items caused much difficulty. 
These were pavement and overhead charges. Mr. John- 
son contended that $1,721,000 should not be paid for 
paving. The pavement was in the nature of a tax, and 
was never included in the assets of the company for taxa- 
tion or assessed by the city or county. Therefore, when a 
franchise expired, a company had no rights whatever in 
the streets, and could be forced to take up its rails and at 
much expense restore the paving to a good condition. 
Indeed, when the company,on the expiration of the fran- 
chise for several miles of track in Central and Quincy 
Streets, had torn up its track in April, 1907, it had re- 
stored the paving without charge to the city. Even if 
the company could claim any title to its paving, as it did 
to its franchises, it could only be of such proportion of 
the total value of the paving as the life of its unexpired 
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franchises bore to the total life of these franchises. This 
proportion was only about 13 per cent. 

On the other hand, the company claimed that the grants 
to the new companies had explicitly provided that, if the 
city or another company ever bought them or took them 
over at the end of their franchises, the then physical value 
of the paving should be paid for. The natural reply to 
this, of course, was that the new companies were giving 
to the city in the shape of three-cent fares so large a con- 
sideration as to make their case very different from that 
of the old company, which paid no franchise tax and 
charged a five-cent fare with eleven tickets for 50 cents. In 
the end, however, the city conceded the entire claim of 
the company relative to paving. 

The other point of difficulty, which was the cause of far 
greater discussion and never was settled, was the item 
of overhead charges, $709,530. The company claimed that 
upon the conceded values of the other items ($14,325,084) 
about 20 per cent. should be allowed for brokerage charges 
and other costs of financing, and for such items as engi- 
neering, supervision, office expenses, insurance, taxes and 
losses during the progress of the work, and allowance for 
errors in calculations. The mayor contended that most of 
the necessary financing and overhead charges, except that 
of the salary of the president of the company and a few 
assistants, had been fully provided for, in the case of land, 
cars, pavement, stores, and buildings, and in the rails, 
ties, and other track material, aside from laying, because 
in the prices agreed upon for these items there had been 
included contractors’ profits for the material delivered 
at the place needed or for the construction of the build- 
ings. On this supposition the allowance for overhead 
charges was about 13 per cent. on the remaining $5,510,- 
257, and this, the mayor contended, was sufficient. He 
also, at a later time, in one of the official conferences 
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claimed that over 10 per cent. too much had been conceded 
by him with respect to most of the other large items, and 
that the life of the track, when new, was much less than 
the twenty years which had been conceded. 

The company maintained that it was impossible to 
float an investment of fifteen to twenty millions without 
at least 5 per cent. brokerage charges. The mayor 
said that, with nearly $180,000,000 in the savings- 
banks of Cleveland bearing only 4 per cent. interest, 
it would be easy to secure all the money needed for a 6 
per cent. stock such as was to be issued under the terms 
of the opposed lease. It seems to the writer that 5 per 
cent., or about $700,000 more, could well have been al- 
lowed for overhead charges, while almost the entire 
$1,721,000 conceded for pavement should not have been 
allowed. In the end a difference of $2,077,000 was left 
unsettled with respect to the overhead charges, but the 
sum of $14,325,084 was agreed on as the value of the 
other schedules of physical value. 


Messrs. Johnson and Goff next proceeded to determine 
the value of the unexpired franchises. Acting on data 
gathered by Mr. H. J. Davies, secretary of the Cleveland 
Electric Railway Company, and the writer, it was agreed 
that 6 per cent. should be taken as the proper yearly in- 
crease of gross earnings until the date fixed as the end of 
the average life of the franchises, and that 64 per cent. of 
the gross receipts should be taken as the proper operating 
expenses, depreciation, and taxes. It was assumed that 
the fares would remain as they had been. They aver- 
aged 4.71 cents per passenger, while the other receipts, 
from mail, express service, and the like, brought up the 
total to 4.81 cents. 

After many conferences it was agreed that most of the 
franchises outside of the city limits possessed no value. 
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The earnings did not pay even 6 per cent. on the physical 
values and did not seem likely to, during the remainder of 
the life of those grants, even tho the franchises in the 
suburbs had a much longer time to run than in the city. 
The company was apparently surprised to find at what a 
loss it was carrying most of its suburban traffic. 

The method of determination in the suburbs cannot be 
fully elaborated here, but some of its chief factors were as 
follows. A count was made for several days of all the 
passengers entering and leaving the cars in the suburbs and 
of those crossing the city boundary. It was then easy to 
compute the gross revenue. The city limits were in every 
case from four to six miles from the centre of the city. 
Most passengers came to the heart of the town, and it was 
proved and acknowledged that three cents was no more than 
a fair return for the traffic within the city, which averaged 
much shorter rides than from the suburbs to the public 
square. Therefore, for the long haul a company doing 
business in the suburbs would certainly have to pay three 
cents to any company within the city that should take its 
passengers on to their destination. The gross revenue then 
left for the suburban traffic consisted of the suburban fare 
on the traffic wholly in the suburbs and all above three 
cents for the traffic crossing the city boundary, and a per- 
centage of the miscellaneous items, based on the total 
mileage outside of the city. From this gross revenue, as 
thus determined, were deducted the operating expenses 
per car mile in the suburbs, and interest at 6 per cent. on 
the investment appropriate to the traffic there. The car 
mile expenses of the whole city (16.24 cents) were ad- 
justed to conditions in the suburbs, by slight changes tak- 
ing into account differences in platform expenses, owing to 
the cars running faster, the lesser number of accidents, and 
soon. Inside the city the attorney for the company and 
the city agreed on the term of the major portion of most 
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of the franchises, and the mayor and Mr. Goff agreed to 
most of the balance. Then the problem remained of how 
to value franchises expiring at different times on different 
lines. 

This was done by a method that can be described by 
the following illustrations :— 

One franchise on one route, known as the Euclid line, 
expires July 13, 1913, or 5.5315 years distant from Janu- 
uary 1, 1908. This number of years multiplied into the 
present yearly earnings of the line, $521,984, gives total 
earnings during the future life of the grant, without allow- 
ance for growth, of $2,887,355. Again, the Woodland and 
Lorain Street franchises expired February 10, 1908, or 
0.1123 years after January 1, 1908. This multiplied into 
the yearly earnings of the line, $828,844, gives $93,079. 
The total earnings of the two lines for the period of the 
grant, $2,980,435, divided by the sum of the yearly earn- 
ings, $1,350,828, gives 2.2 years as the average life based 
on earnings for those two lines. In this way the average 
life of all the lines and franchises was found to be 3.1929 
years from January 1, 1908, making the average date 
of expiration March 11, 1911. Since several lines reach 
the heart of the city over the same tracks for the last mile 
or so, this method of finding the average life gives a far 
greater weight to the tracks in the heart of the city than 
elsewhere, and gives to each mile of track an importance 
proportionate to its traffic. 

The net income of the past year, less 6 per cent. as- 
sumed interest on the physical value, was considered the 
franchise value. The net income was increased 6 per 
cent. for the following year. The physical value was 
increased 3 per cent. to take care of the increase of 
traffic, and the franchise value was the net income, less 6 
per cent. on the new physical value and so on until March 
11, 1911. The franchise value of each year was then 
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reduced to present worth on the basis of 6 per cent. dis- 
count. This method closely resembled that used by the 
writer in valuing the Detroit railway franchises for the city 
and company in 1899. The result was a franchise value 
of $4,441,564. 

Mr. Goff claimed that interest and discount should be 
figured at 5 per cent. instead of 6 per cent., and that 
the discount should be reckoned from the middle of each 
year, and the earnings computed to the end of the year. 
This would have added $544,276. The representative 
of the company also claimed a longer life on a few fran- 
chises and a little higher value on a few outside grants in 
later years of their franchise life. These claims would have 
added $1,800,188. , 

There was thus a difference, up to this point, between 
the concession of the city on the various items of overhead 
charges, financing and franchise values, and that claimed 
by the company, of $3,877 ,672.75. | The company left to 
the mayor the determination of whether there should be 
any allowance, and how much, for good will or going value. 
Mr. Johnson on this point conceded $1,537,953. This 
brought up the total price recommended by the mayor 
to the Council to $21,014,131, or $11,700,000 above the 
bonds and other outstanding liabilities. This $11,700,000 
was exactly 50 on the stock of $23,400,000. Mr. Goff 
not only claimed the larger sum for overhead charges and 
franchise values mentioned above, but also was not satis- 
fied with the allowance for good will or going value, and 
some one or two other items. But, at last, early in April 
he agreed to recommend to his company the acceptance 
of 60 on the stock. 

At this point the legislature, then in session, passed 
on April 9 the so-called Schmidt bill, which, after a public 
hearing attracting much attention, was approved by the 
governor, April 15. The Schmidt bill gave any com- 
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pany the right to bid for any franchise on a line whose old 
grant was just expiring, without securing the censent of 
property owners, on any street where such consent had 
already been given when the tracks were first laid. More- 
over, it was generally conceded that some of the most 
important franchises had just expired, while many others 
would expire within two years. Since the new company 
was prepared to bid for these grants at a straight three- 
cent fare, much strength was now added to the city’s side 
of the controversy. Soon after this Mr. Goff made a 
further compromise of 55 on the stock, which, after some 
hesitation, was accepted by the Mayor and the City 
Council. In this way the city finally offered, under the 
guise of good will, $3,237,953, or a total price within 
$550,000 of the claims of Mr. Goff with respect to physical 
value, overhead charges, and franchises. 

The amount finally paid to the Cleveland Electric Rail- 
way Company was $22,184,131, and to the Forest City 
and Low Fare Companies $1,805,600, or a total of 
$23,989,731. This was $99,661 per mile for the 240.71 
miles of the various roads consolidated, and about one-half 
more per mile than the physical value, as above given 
(p. 551), for the Cleveland Electric Railway Company. 

Two criticisms only were made with any degree of 
strength and popular support. One was that 55 was too 
much to pay on the stock when the physical value was only 
$15,000,000, or $24.45 per share, aside from the bonds and 
other liabilities. After a series of mass meetings in dif- 
ferent parts of the city, it was finally the almost unani- 
mous conclusion that it was better to pay 55 and end the 
long war than to continue the fight. Many, however, be- 
lieved, and still believe, that the city had finally reached 
the position where a year or two longer of contest would 
have secured the property at its physical value, or fully 
$7,000,000 less than was paid for it. 
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The other criticism of the settlement was connected 
with a feature of the security or guaranty grant soon to be 
described. This feature was a provision that the old com- 
pany, in case it resumed operation, should be allowed to 
charge five cents or six tickets for twenty-five. To be 
sure, the old company could never charge this amount 
unless the company that was leasing it, the Municipal 
Traction Company, should fail to pay its interest and 
other obligations, and it was held strongly by the mayor 
that it was not only to the interest of the old company to 
have the ample security it desired, in case it had to take 
back its property, but that it was to the interest of the 
people and of the Municipal Traction Company that it 
should be able to borrow money for needed extensions as 
cheaply as possible, and that, the better security it could 
give, the more cheaply it could borrow. 

In order, however, to take away any temptation from 
the old company to embarrass the new or holding com- 
pany and secure a forfeiture of the lease, it was provided 
that the holding company could itself, if necessary, charge 
any fare up to the amount of the security grant. But the 
mayor gave his personal pledge in the most public and out- 
spoken fashion that the fare should never exceed three 
cents within the city limits, altho no promise was made that 
a cent might not be charged for transfers if that should 
be found necessary. As a matter of. fact, one cent was 
announced for transfers for 90 days, ending with July 
27, 1908, but a promise was given that after that the com- 
pany would, for a while at least, and perhaps for all time, 
give free transfers. 


Three transactions occurred simultaneously on April 
27, 1908. No one of them can be considered apart from 
the other two, and all three must be considered in the 
light of the character and public standing of the directors 
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of the Municipal Traction Company, to be referred to 
again. These transactions were: (1) the sale of all the prop- 
erties of the Forest City and the Low Fare Companies, at 
the par value of the stock and of the liabilities, to the old 
company, the Cleveland Electric Railway Company; (2) 
the passage by the City Council of the so-called guaranty 
franchise to the Cleveland Electric Railway Company; 
and (3) the lease of the property and rights of the latter 
to the Municipal Traction Company. 

The price for the sale of the property has already been 
referred to. For every $100 share of the old company 
$55 par value of stock was given in the new company, 
while stock was issued at par in exchange for the stocks 
and obligations of the Forest City and Low Fare Com- 
panies. 

The so-called security grant was given by Ordinance 
No. 11029, passed on its third reading April 27, 1908, and 
signed by Vice-Mayor Lapp on the same day. It pro- 
vided that on the surrender which was then made by the 
Cleveland Electric Railway Company of all its existing 
rights in the streets, a new franchise should be granted for 
twenty-five years to “the Cleveland Electric Railway 
Company, the name of which is hereafter to be changed 
to the Cleveland Railway Company.” 

This company, which will henceforth be spoken of as 
the Railway Company, was given a grant over a large 
number of streets mentioned in the ordinance, and in- 
cluding substantially all the streets in the city then occu- 
pied by railway tracks. The city reserves the right to 
grant, on such terms as it may see fit, to any other person 
or corporation a joint occupancy in use for street railway 
purposes of all or any portion of the tracks, poles, wires, 
and electric current in the central district of the city 
about one mile square, whose boundaries are given in the 
grant. The company, unlike the old one, is not required 
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to repave, when streets are repaved, but only to pave in 
the first instance and to maintain in constant repair seven 
feet in width of street where there is single track and six- 
teen feet for double track. Provision is made for new 
equipment, and for the running of cars in such numbers 
and at such intervals as the city may require. The fare 
is to be five cents, with six tickets for a quarter and free 
transfers, under a few limitations to prevent abuse of trans- 
fers. Any child under six years must be carried free if 
accompanied by an older person, but only two children 
under six will be carried on payment of a single fare. The 
company may carry packages and operate observation and 
other special cars. 

Section 10 provides that ‘‘the city reserves the right 
to purchase said street railroad, with all additions or ex- 
tensions within the then city limits, at the termination 
of this grant, provided it have the power to do so, for 
such price and upon such terms and conditions as may be 
agreed upon between the city and the company, or, 
upon their failure to agree, then for such price and upon 
such terms as may be fixed by a board of arbitration con- 
sisting of three (3) persons, a majority of whom shall 
decide all questions.” The selection of arbitrators is 
provided for, and the price is to be the cost of reproduc- 
tion, less depreciation, but with an addition of 10 per 
cent. of the value of the physical property. Nothing 
is to be paid for the franchises. Section 12 further pro- 
vides that, “if, at the expiration of this franchise, no 
extension or renewal thereof is granted by the city, and the 
city does not then purchase the property, any person to 
whom a franchise may be granted to operate a railroad 
over the then existing routes shall have the right and be 
under the obligation to purchase said railroad, upon the 
terms herein provided for purchase by the city by Section 
11 hereof.” And, finally, to make sure that the old situa- 
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tion is entirely done away with, still other sections specifi- 
cally provide that the acceptance of the ordinance con- 
stitutes a surrender of all the old franchises; while any 
failure to conform to the requirements of the new franchise 
will result in its forfeiture. 


We come now to the third of the three steps, the 
lease. ; 

The Cleveland Electric Railway Company, having re- 
duced its capital stock at the ratio of 100 to 55, taken over 
the Forest City and Low Fare Companies, and surrendered 
all its franchises in accord with the security ordinance, the 
new Railway Company signed a lease at the same hour 
to the Municipal Traction Company. This lease was for 
fifty years, with privilege of renewal every fifty years 
thereafter at the option of the Traction Company. The 
latter company at present has only $10,000 of stock, which 
at the time of the lease (Apri! 27) was entirely owned by 
its five directors,—President A. B. duPont, Vice-President 
Frederick C. Howe, and Messrs. C. W. Stage, Edward 
Wiebenson, and William Greif. Immediately afterwards 
three others were added to the Board of Directors, Tom L. 
Johnson as treasurer and Messrs. Ben T. Cable and New- 
ton D. Baker. It is hoped later to add Mr. F. H. Goff, 
president of the Cleveland Trust Company, and repre- 
sentative of the Railway Company in the negotiation 
leading to the lease. Mr. duPont was manager and 
later president of the Detroit street railways and after- 
wards vice-president and general manager of the St. Louis 
street railways before assuming charge of the Municipal 
Traction Company two years ago. Mr. Newton D. Baker 
is now city solicitor, and Mr. Frederick C. Howe, of the 
firm of Garfield, Howe & Westenhaver, attorneys, is a 
well-known writer on public questions. The others are 
prominent attorneys or business men. 




























562 QUARTERLY JOURNAL OF ECONOMICS 


There is, apparently, no legal way in which this self- 
perpetuating Board of Directors can be compelled to limit 
the dividends it may declare on its $10,000 of stock, or 
prevented from increasing that stock, nor is there any 
check on the salaries it may pay, or the fares it may 
charge not to exceed the fares mentioned in the security 
grant. On the other hand, the character and pledges of 
the directors and the alert state of public opinion satisfy 
most people that these men will not abuse their position. 

The Traction Company must pay 6 per cent. on the 
stock of the Railway Company. Any profits above that 
amount will be devoted, as the directors have assured the 
public, to extensions, improvement of the service, pur- 
chase and cancellation of the stock and debts of the Rail- 
way Company, reduction of fares, and the improvement 
of the condition and wages of the employees. 

The Traction Company has the right at any time to buy 
the stock at 10 per cent. above the par value, and, accord- 
ing to the lease, may then sell the property to the city, if 
the city has the right to buy, at the same price at which 
it has acquired it from the Railway Company and without 
charging the city for any improvements made out of earn- 
ings. The company has also the right to assign the lease 
and the option of purchase just mentioned to the city of 
Cleveland, if the latter shall at any time have the right to 
own, purchase, or operate street railways. The directors 
have given the public to understand that they will use the 
power thus conferred to give the city possession when- 
ever the city may have the right and desire to obtain the 
property. In view of the unsettled state of the law with 
respect to the right of cities to own and operate street 
railways, it was deemed inadvisable for the Traction Com- 
pany to enter at present into any direct contract with 
the city relative to the above matters, lest the entire 
security grant and lease should be declared invalid. 
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Therefore, almost everything, in this respect as in many 
others, had to be left to the good faith of the directors. 

It has already been mentioned, in considering the secu- 
rity grant, that, if the directors should refuse to arrange for 
city purchase on the terms above described, the city at the 
end of the twenty-five-year franchise can purchase on pay- 
ing the arbitrated physical value plus 10 per cent. But 
it is provided in the lease that, unless the city renews the 
franchise on the same terms at least fifteen years before its 
expiration, the Traction Company shall forfeit all its con- 
trol and property, and it shall all go to the railway com- 
pany, with full rights of operation at a five-cent fare under 
the security grant. 

This renewal of the franchise every ten years and at 
least fifteen years before its expiration must continue for 
all time, subject to the same penalty of forfeiture of the 
rights of the Traction Company. Consequently, if the 
directors of the latter company should refuse to sell to the 
city, the city could refuse to renew the grant to the Rail- 
way Company, which would then be entitled to charge 
five-cent fares for fifteen years. Thereafter the city would 
secure the property at its physical value, plus 10 per cent. 
But this precaution is not supposed to be really needed. 
The Traction Company, quite apart from the odium at- 
taching to a betrayal of trust, would have no object in 
thwarting the contemplated plan. And it is believed that, 
long before the majority of the existing directors have left 
the board, the growing public sentiment throughout the 
State will force the legislature to allow municipal owner- 
ship, and that Cleveland will take advantage of the privi- 
lege. 

In this connection it should be stated that, altho 50 per 
cent. more may have been paid for the property than its 
physical value, yet no water hereafter can be injected into 
the securities. No stock nor bonds can be sold for less than 














564 QUARTERLY JOURNAL OF ECONOMICS 


par, and all the receipts from such sale, including premiums, 
must go into the property. Only 6 per cent. can be paid 
on the stock, and it is expected that the present bonds of 
$8,277,000, bearing 5 per cent., can be replaced by other 
bonds of no larger interest charge when they mature or 
by stock that will sell at such a premium as to be equivalent 
to 5 per cent. on the cash received. 

Moreover, the lease provides that, after the issuance 
of $6,750,000 for extensions and $9,565,000 for redeem- 
ing the outstanding bonds and other debts, all further 
stock issues shall only be used to the extent of 80 per cent. 
of the cost of extensions, betterments, and permanent 
improvements. In other words, the other 20 per cent. 
must be furnished from earnings. As a further safeguard, 
it is provided that the Traction Company shall credit to 
a maintenance and renewal account, and charge to operat- 
ing expenses each month, a sum equal to five cents per car 
mile during the first year following April 27, five and 
one-fourth cents the second year, and five and one-half 
cents each year thereafter until readjusted by arbitra- 
tion. The mileage made by trailers not equipped with 
motors is to be computed at one-half the rate of motor 
cars. 

Against this account may be charged all expenditures 
and disbursements made for maintenance, repairs, and 
renewals, and also for betterments, extensions, and per- 
manent improvements, not paid for out of capital stock 
or the sale of unused property or proceeds of insurance 
policies or liquidated damages. Any credit to this main- 
tenance account is every three months to be paid over 
by the Traction Company in cash to a trustee to be chosen 
by the Railway Company, or the Traction Company may 
invest the money in capital stock of the Railway Company 
at its market value or in other securities approved by 
the Railway Company, and deposit the same with the 
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trustee. The stock or other securities thus deposited 
must be sold at any time at the direction and request 
of the Traction Company, and the proceeds and all earn- 
ings from them or any cash in the hands of the trustee 
shall be paid out on the order of the Traction Company 
for any one of the above purposes of repair, renewal, 
or improvement of the property. 

The Traction Company must also credit each month 
to the accident reserve fund, charging the same to oper- 
ating expenses, seven-tenths of a cent per car mile during 
the first year of the lease, eight-tenths of a cent during 
the second year, and nine-tenths of a cent during each 
year thereafter until readjusted by agreement or arbitra- 
tion. This is for the settlement of damage claims and 
legal expense connected therewith. 

The rental of 6 per cent. on the stock is payable quar- 
terly. There is a financial penalty for failure to pay 
promptly, but the lease is not forfeited unless the default 
lasts for more than eleven months. 

Since there were several hundred thousand dollars in 
cash turned over to the Traction Company at the time of 
the lease as part of the property of the Railway Company, 
it is certain that the earnings above operating expenses 
and depreciation during the next two years, together with 
this accumulated cash, will meet the payments required 
by the lease. At the end of two years, if not much sooner, 
the Traction Company believes that the economies it 
is putting into force, and the increase of traffic upon 
short-distance rides and improvement in business condi- 
tions, will put the company on a safe financial basis for 
the future. 


April 28, the day following the lease, all people were 
carried free upon the street-car lines of the city, and it 
is expected that this will be the custom every year here- 
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after on that day or on April 27, as a memorial of the 
interesting event. On April 29 three-cent fares were 
charged on all lines within the city limits. During ten 
days no transfers were given. After that a cent was 
charged for transfers, and the number using them, which 
had steadily risen from 18 per cent. in 1900 and 
33 per cent. in 1904 to 41 per cent. in 1907, fell to 23 per 
cent. There had been some fraudulent use of transfers. 
In some way, bunches of transfers were secured, and a 
suitable punch, obtained cheaply, enabled some people to 
ride free all the time. Many barber shops also, and 
saloons on transfer corners, received transfers from pas- 
sengers and gave them away to patrons. 

At the end of ninety days from April 27 (that is, on 
July 27) the company ceased to charge for transfers 
within the city. There still remains a charge of five 
cents for those riding wholly in the suburbs or crossing the 
city boundary, unless the court shall hold that one or two 
suburbs have an agreement which compels a straight 
three-cent fare, even at’ a loss, in those districts. 

The old company had an expense for operation, taxes, 
and depreciation of about three cents per passenger, and a 
profit of a little over one and one-half cents. The Traction 
Company, charging but three cents within the city, is con- 
fronted with the necessity of raising about $1,350,000 
interest charges. This, on the basis of the traffic of about 
135,000,000 passengers in 1907, means about one cent 
per passenger. In order to meet this interest charge, the 
company is counting upon the following, among other 
points :— 

(1) The growth of business without a corresponding 
growth of operating expenses, through short rides in the 
heart of the city. These short rides will come both from 
the reduction of fares and from the rapid growth of the 
city, which now has. 500,000 population within the city 
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limits. There are about 50,000 more in the county, im- 
mediately tributary to the city. 

(2) The maintenance of five-cent fare in most or all of 
the suburbs. 

(3) Economies of operation through a rearrangement 
of the tracks in the heart of the city, which are enabling 
the cars to pass through the congested districts much 
more rapidly, and, therefore, with much less platform 
expense than formerly. 

(4) The adoption of pay-enter cars, as has been done 
with great success on some lines in New York, Buffalo, 
Chicago, and elsewhere. These pay-enter cars, with some 
improvements introduced by Mr. Johnson, will increase 
the receipts from 10 to 20 per cent. without much in- 
crease in expense. This is proved by the discovery, 
through careful inspection, that from 10 per cent. to 20 
per cent. of the fares are not now collected or delivered 
to the company. 

(5) All passes are cut off. 

(6) Forty miles of new track are planned, which are 
expected to greatly increase traffic. 

(7) No expenses will be incurred for litigation with the 
city or for political contests for franchises. 

(8) A rearrangement of routes so as to save expense 
from unnecessary mileage. This had resulted through 
contests between the various street railways which had 
ultimately consolidated into the Cleveland Electric Rail- 
way Company, as well as from the competition between 
the latter and the Forest City and Low Fare Companies. 

(9) When repaving is required for a whole street, the 
company will not have to bear the cost of repaving between 
its rails and a short distance each side, as heretofore, but 
will merely have to keep the old paving in repair for a 
width of seven feet in the case of single track and sixteen 
feet in the case of double track, and to put down paving 
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for that width in streets where new paving is for the first 
time laid. 

(10) Less cars during the middle of the day, when there 
are few riding, and more cars at the congested hours, 
when some walk rather than stand in a crowded car. 

Having regard to the above reasonable grounds of hope 
and to the reputation of Mr. Johnson as a-street rail- 
way manager, the company looks forward confidently to 
financial success. The next two or three years will, natu- 
rally, be the hardest, but fortunately for the company, 
Mr. Goff, as representative of the old company, not only 
co-operated heartily with the mayor, but even took the 
lead in the preliminary negotiations before the lease to 
relieve the Traction Company during the coming year 
from some of the burdens of depreciation charges and the 
like, as already shown, which will be upon the company 
in the years that follow. 

Contrary to general expectation, the Traction Com- 
pany is not giving the opponents of municipal. ownership 
a chance to charge that this partial approach to that 
system is a cause of extravagance in operating expenses. 
Rather has the criticism been that it was practising too 
great economy in its rearrangement of routes. 

During the first few weeks following the lease the com- 
pany put into effect many changes which Mr. Johnson 
and others connected with the new company had for a long 
time been considering as needed improvements. The 
changes benefited some who said little about it and inter- 
fered with the comfort and convenience of others who 
talked loudly. The changes annoyed others by the mere fact 
that they were not used to them. Cars running on one 
route or stopping at a certain corner might serve just as 
well if they ran in a somewhat different way and stopped 
at different corners, but for the time, until people could get 
used to the changes, there was confusion and discussion. 
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A few unprofitable routes were discontinued or the service 
thereon much curtailed. Cars were increased during 
the rush period and taken off during the slack period dur- 
ing the middle of the day. Many, too, were disappointed 
that there was a charge of one cent for transfers. 

Many of these complaints have been adjusted, others 
will be with the abandonment of the charge for transfers 
at the end of July. Undoubtedly there will always be 
some who will feel that their service is not as good as be- 
fore, while it is believed by the company that the mass 
of the people will find their service improved. Certainly, 
the average fare will be greatly reduced. The following 
illustrations taken from the business of one typical week, 
June 19-25 inclusive, will illustrate this :— 


PRESENT RATEs. 





REM SOG faresatSocmtse ... 1. sw cece $84,796 
88,058 suburban fares at 5 cents. ....... 4,403 
690,653 transfers at l cent .......... 6,907 

ala ee ae ae a oe ee ae a $96,106 
Oxtp Rates. 

2,826,546 fares at 4.71 cents .......2... $133,130 

88,058 suburban fares at 4.71 cents ...... 4,148 


690,653 transfers at zero... ........ 





EE iter AOS, eae a os! oh ee $137,278 


Saving with the new rate, $41,172. 
Percentage of saving, 30 per cent. 


The average fare under the present rate ($96,106+ 
2,914,604) is 3.3 cents. This is even cheaper than seven 
tickets for twenty-five cents would be, with universal 
transfers, which the old company led the people to believe 
it would give if it could have a twenty-eight-year franchise. 
The average fare under that scheme, even if every one took 
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a ticket, would have been 3.57 cent, but, if one in ten paid 
a straight five-cent fare, the average charge would have 
been 3.71 cents. If two had paid a straight five-cent fare 
instead of buying tickets, which is not unlikely, the average 
fare would have been 3.86 cents. On the other hand, 
when the charge for transfers is abandoned, then the total 
‘receipts from passengers on this typical day’s business will 
be $12,504, or 3.1 cents per passenger. 

During the first quarter of 1908 the number of passen- 
gers carried by the two competing companies had fallen 
off 8 per cent. as compared with the corresponding period 
of 1907. This result of the hard times has in a measure 
continued even with the reduction of fares. The difficulty 
of rapid collection of three-cent fares leads to many 
losses which the pay-enter cars will remedy. Until the 
large task of equipping the road with these cars is com- 
pleted, a year hence, or until the business depression is 
less severe, it may be necessary to return to the penny 
charge for transfers. With this charge still in force until 
July 28, that month showed a practical equality between 
the receipts on the one hand and the operating expenses, 
taxes, depreciation, and rental. On the other hand, May 
and June had shown deficits of $54,917 and $23,829, respec- 
tively. Free transfers will temporarily reduce the re- 
ceipts 10 per cent., or $35,000 a month. 

Of course, the new company is looking forward not to 
one or two years, but to the growth of business during the 
next twenty-five or fifty years. All of the so-called un- 
earned increment of monopoly values from this growth 
will inure, first, to rendering certain the continuance of 
the three-cent fare, and then to the further improvement 
of the service and the condition of the men, and the 
cancellation of the outstanding stock and bonds so as to 
render municipal purchase easier and easier as the years 


go by. 
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A certain handicap upon the Traction Company, fort- 
unately only. temporary, was the strike of about three- 
fourths of its conductors and motormen on May 16. Space 
prevents a full description of the strike or discussion of its 
merits. A few facts, however, must be given. The 
Municipal Traction Company was the first street railway 
company in Cleveland in nine years that made any agree- 
ment with the labor unions. Such an agreement was made 
in 1906, and renewed with some changes on June 7, 1907, 
with the Amalgamated Association of Street and Electric 
Railway Employees of America through Local 445. 

Just before signing the lease the Traction Company 
found that the Cleveland Electric Railway Company on 
December 22, 1906, had made a contract with its own 
employees, organized as Local No. 268. This contract pro- 
vided for a closed shop, which was not in the Traction Com- 
pany’s contract, and for an increase of 2 cents an hour as 
soon as a new franchise should be secured. The Municipal 
Traction Company was advised by its attorneys and by 
the representative of the Cleveland Electric Company, Mr. 
F. H. Goff, that for some reasons this contract with the 

1eveland Electric Company would not be binding upon 
the Municipal Traction Company, altho made between 
Local No. 268, on the one hand, and the Cleveland Electric 
Railway, ‘‘its successors, lessees and assigns,” on the other 
hand; and the Municipal Traction Company believed that 
the contract was in the nature of a deal or a bribe to its 
employees, who previously had never been allowed to 
belong to any union. 

While the Cleveland Electric Railway Company had 
been paying 24 cents per hour prior to the lease, the Muni- 
cipal Traction Company was paying 25 cents per hour and 
furnishing uniforms worth at least $1 per month. It 
was requiring the men to pay their own fares going to and 
from work, but this was a less expense than the difference 
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of one cent per hour, to say nothing of the uniform. The 
men said, however, that they had ridden free on pleasure 
trips a great deal when at work for the Cleveland Electric 
Railway Company. 

At this point, when it was a nice question of ethics, as 
between the contract that the Municipal Traction Com- 
pany had made with its 300 own employees and the con- 
tract which the Cleveland Electric Railway Company 
had made with its 1,700 employees, the Amalgamated 
Association suddenly took away the charter of Local No. 
445 on the ground that it was under the influence of the 
Municipal Traction Company, and then claimed that there 
was only one valid contract. Of course, the Municipal 
Traction Company then could say that it was a curious 
agreement which the national organization could re- 
pudiate by cancelling a charter, while the Municipal 
Traction Company could in no way cancel the contract 
which had come to it by virtue of the lease. 

After some negotiations, arbitration was agreed upon. 
The two men appointed were to get to work within three 
days. Through the absence from the city of the represen- 
tative of the Municipal Traction Company until the third 
day, which was unexpected, but not fully understood by the 
men, and through the somewhat summary discharge of fifty 
or more conductors for cheating and other conduct not 
befitting their work, the men most recklessly, and in viola- 
tion of the spirit, if not the letter, of the arbitration agree- 
ment, went on a strike just as the arbitrators were ready 
to proceed. 

The strikers were utterly defeated, and the union has 
gone to pieces. The new men, citizens of Cleveland, were 
kept at work and protected in their seniority rights so far as 
found competent, while the union, at the last, wanted the 
right to go back to work and replace the men who had 
taken their places. The use of dynamite by sympathizers 
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and in many cases old street railway employees hurt the 
men very much. The Municipal Traction Company has 
kept the support of most of the labor organizations. The 
official action of the Trades and Labor Assembly is hostile 
to the company, but does not apparently carry any large 
weight with the membership. 

Opinions differ as to whether the Traction Company 
could have prevented the strike in any honorable and 
prudent way, but nearly all agree that the men did not have 
adequate cause for breaking off the arbitration proceedings 
and going on a strike. Fortunately, all did not leave. 
Some cars were run on most of the lines, even on the first 
day of the strike, and within ten days the dynamiting of 
cars on a few lines was stopped by the police and cars were 
running as usual. The strikers were allowed to come back 
on their old pay, as vacancies might occur. But not 
being able to secure a discharge of the new men and re- 
cover their former seniority rights, fully half of the strikers 
have thus far refused to return or to encourage the national 
body to declare the strike officially at an end. The men 
made the great mistake of attempting to use against the 
quasi-public corporation the same tactics and ethics of 
warfare that they would use against a private corporation. 
They failed to receive the public support which had at- 
tended a strike against the street railways about ten years 
ago, when in private hands. With so many out of work 
and with the Traction Company raising the wages a little 
at the very start, the public did not believe the men should 
make large demands upon the new company during the 
first two weeks of its history, before it was fairly on its feet. 
Street railway wages are already higher in Cleveland than 
in all but three or four of the large cities of the country. 
With the announced purpose of the Traction Company 
to raise them still higher as soon as possible, and without 
any private interest at stake seeking to absorb more than 
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6 per cent. on the value of the property, the labor con- 
ditions on the street railway will, doubtless, pfove gen- 
erally satisfactory. 


While many able men contributed to bring about the 
transfer of the street railways of Cleveland to the pres- 
ent holding company and are still contributing to make 
the experiment a success, the lion’s share of the credit for 
the past and the responsibility for the present and future 
belong to Mayor Johnson. His motives were expressed 
in the following language in the large meeting of repre- 
sentative citizens at the Chamber of Commerce on the night 
of April 27, when the final papers were signed and delivered, 
and the keys turned over by President Horace E. Andrews, 
of the Cleveland Electric Company, to the officers of the 
Municipal Traction Company :— 


We have been engaged in a work that was not really a con- 
test between men. We were fighting for something—at least we 
felt we were—bigger than any mere opinion or acts of any indi- 
vidual. We have been struggling for something even beyond the 
accomplishment of three-cent fare, or municipal ownership, or the 
city’s ownership of the streets, or any of those questions. We are 
trying, this people is trying, to set an example that others may 
follow in self-government, in some plan by which people living 
in great congested centres can govern themselves in the way that 
the greatest happiness will come to them. This is our big object. 
Some of us to-night think of this big meeting as the end of a strug- 
gle; but, my friends, it is only a feeble beginning of other things 
that are yet to come. I don’t regard it as an end, for the pathway 
to better things will be strewn by many battles and many strug- 
gles, but the truth will prevail in the end; and I am more confi- 
dent now than ever in my life that the failure of democracy that 
is so often pointed out in our cities will be a thing that the next 
generation will point to as the success of democracy, for the hope 
of democracy at last is in our cities. 

It is under conditions that we find people gathered here that 
the civilization of the future is going to be worked out; and 
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for the little part that I have played, or the part of our imme- 
diate friends, I want to say that we are grateful to be a part of it. 
To the great public and this council, who have helped in this work, 
on behalf of the council, I say that we are proud of being « part 
of it. But the real credit is due neither to the administration 
nor to the council: it is due to the right-minded people of this 
community, and that at last is the measure of all the good that can 
come to any community. 

I am glad to take a humble part in it, and I would rather, 
my friends, leave to those little grandchildren of mine the feeling 
that this community, which has trusted me, will never have occa- 
sion to regret it, than to leave to them any other heritage on earth. 


E. W. Bemis. 


Crry Water DEPARTMENT, 
CLEVELAND, OHIO. 








AUSTRALIAN ECONOMIC PROBLEMS: II. THE 
TARIFF. 


SUMMARY. 


Colonial tariffs, 576.—Early protection, 577—New South Wales 
and Victoria, 578-580.—The tariff and the Federal Constitution, 
582.—Compromise with Western Australia, 583.—Administration of 
customs, 584.—The First Federal Tariff of 1901, 586.—Protection to 
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THE principal motive for forming a federation in Aus- 
tralia, as in America, was to secure free trade among the 
states. In each case the act of union was accompanied 
and followed by tariff controversies that caused ‘a rear- 
rangement of both political parties and business condi- 
tions. But Australians have brought to bear upon this 
issue opinions matured by a century of discussion in other 
countries and of experience at home. At the same time, 
however, they have had to consider protection and free 
trade in relation to laws and political exigencies peculiar 
to the Commonwealth, for which they could find no prece- 
dents in other lands. 

From as early as 1799 Australian governors levied im- 
port duties upon such luxuries as rum and tobacco. These 
taxes were for revenue only, and had been in force some 
twenty years before they were legalized by an act of the 
British Parliament. In 1842, before representative gov- 
ernment was established in Australia, the New South 
Wales authorities tried to legalize by ordinance a custom, 
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existing without statutory warrant, of allowing free entry 
to goods from Tasmania in return for a like favor from 
that colony, and extending this reciprocal free trade to 
New Zealand. The imperial government disallowed the 
act, and forbade any colony to give preferential treat- 
ment in its tariff arrangements to another colony. From 
this date until the federal tariff was enacted, nearly sixty 
years later, each colony levied duties upon imports from 
other colonies, as well as from the mother country. 

Tho the British government would not allow a colony 
to give tariff preference to one of its neighbors as against 
another, it favored a uniform tariff for Australia, with 
intercolonial free trade. In 1847 the Colonial Office at 
London, and two years later the Committee of Parlia- 
ment on Trade and Plantations, recommended that a 
central legislative authority be established in Australia 
to enact such a tariff. The committee reported that, 
if each colony were permitted to impose duties according 
to its own wants, the obstruction to trade and check to 
development would be so great as to render it necessary 
‘“‘that there be one tariff common to them all, so that 
goods may be carried from one into the other with the 
same absolute freedom as between adjacent counties in 
England.” 

But the colonies were not yet ready to submit their 
revenue policies and financial fate to a central govern- 
ment, and their opposition defeated the project. They 
were averse to a uniform tariff, not because of differences 
as to protection and free trade, but because each colony 
wanted to control its customs for purposes of local reve- 
nue. 

At this time a nominally free-trade party was in undis- 
puted control throughout Australia. The grazing inter- 
ests, then dominant and always important, favored a low 
tariff. They marketed their wool largely in Great Britain, 
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where it was exchanged for British manufactures. They 
wished to buy these manufactures as cheaply as possible, 
and they did not want local industries established that 
would increase settlement, and by creating a demand for 
government land possibly deprive them of their leaseholds. 
But they did not want absolute free trade, because then 
local revenues might have to be raised by a land tax, 
which would fall directly on them. The traders and 
bankers of the cities had the same tariff views as the 
graziers, whose wool they handle, whose transactions 
they finance, and whom they supply with merchandise. 
Thus the business men of Australia at this time, tho 
they called themselves free traders, were really in favor 
of a low revenue tariff, imposed chiefly upon luxuries. 
This was the established policy, responding to the eco- 
nomic needs of the country, and intrenched by fifty years 
of precedent, when gold was discovered in Victoria. There 
was nothing in the mere discovery of gold and the rush 
of adventurers from all parts of the world to the gold 
fields to change the economic motive for a low tariff. The 
prospector and digger, like the squatter, wanted cheap 
supplies; and his gold, like the latter’s wool, had the more 
value the more readily it could be exchanged with Eng- 
land. But within a decade a combination of influences, 
due to the gold discoveries, made Victoria a high-tariff 
colony. The authorities had imposed license fees for 
mining on crown land and an export duty on gold. The 
licenses caused an armed revolt at Ballarat, and the ex- 
port tax made the gold-field representatives in the local 
parliament favor higher import duties, in order that the 
export duty on gold might be removed without diminish- 
ing the revenues. Both the license and the export tax 
were grievances that made the miners hostile to the pas- 
toralist government then in power and to all its policies. 
At the same time a surplus of labor, following in the wake 
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of the gold-seekers, accumulated in Melbourne and a few 
other of the larger towns, establishing artisan communities 
and incipient manufactures. These people were protec- 
tionists, and allied in general sympathies with the miners 
against what was considered a land-holding aristocracy. 
After the first richness of the gold fields was exhausted, 
many miners drifted back into the cities, increasing the 
class of unemployed that sought relief through the estab- 
lishment of new industries. 

The struggle between the protectionists and the free 
traders, or revenue tariff party, caused a political crisis 
in Victoria, and ultimately brought about the resignation 
not only of the cabinet, but also of the royal governor: 
The lower house of parliament tacked clauses increasing 
the tariff on the appropriation bill, which the upper house 
refused to pass. As a result, no appropriations were made, 
and the government was left without. money. A new 
election in 1865, attended with violent campaigning and 
rioting, resulted in a victory for the protectionists. A 
higher tariff was passed, which was considerably increased 
in 1877 and afterwards, reaching a maximum in 1892. 
Four years later some reductions were made, and soon 
afterwards the colonial tariff was superseded by a federal 
customs act. 

While Victoria was pursuing her protectionist policy, 
her great rival, New South Wales, was favorable to free 
trade. In 1864, when the fiscal crisis. was occurring in 
Victoria, the ministry in New South Wales was defeated in 
an attempt to increase the customs duties in order to meet 
a deficit of nearly $2,000,000 in the revenues. However, 
upon an appeal to the country a parliament was elected 
that passed a tariff act, levying 5 per cent. ad valorem 
on imports. In 1873, during a period of prosperity, this 
tariff was repealed. Ten years later a protectionist party 
had also grown up in this colony, and an act imposing 
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higher duties was passed. This tariff was repealed by 
the free traders in 1887. From this time on there was 
in New South Wales a see-saw between approximate free 
trade and a low-customs duty with slight protectionist 
features, until federation removed the question from state 
politics. 

New South Wales had favored free trade because Syd- 
ney drew great advantages from being the only large dis- 
tributing center in Australia unhampered by tariff restric- 
tions, and also because the people of that colony thought 
that, since water power is almost non-existent, their pos- 
session of the only important coal fields in the colonies 
would be more imiportant than protective legislation in 
causing manufactures to locate within their territories. 
In the latter expectation they were disappointed; for 
Melbourne became the leading manufacturing city and 
for a time the financial center of Australia. The rela- 
tively greater prosperity of Victoria, at least until the 
crisis of 1893, was probably the principal reason for the 
slow rise of a mild protectionist party in New South 
Wales. 

Meantime these diverse fiscal policies, which also ap- 
peared, tho in a less marked degree, in the other colonies, 
were an added obstacle to an intercolonial customs union, 
such as Great Britain had early tried to establish. The 
constitutions granted tothe different colonies by the mother 
country permitted them to impose any duties they saw 
fit, provided they were not differential, even upon imports 
from England itself. At various times, conferences were 
held by representatives of the colonies in Australia to 
further intercolonial trade agreements. In 1871 such 
a conference tried vainly to form a customs union, and 
desired the home government to sanction reciprocity con- 
ventions to help intercolonial trade. Two years later 
another conference was held for the same purpose, which 
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made the same recommendation. Thereupon the British 
Parliament, upon motion of the Gladstone ministry, 
passed, in 1873, the Australian Coloniai Duties Act, per- 
mitting differential duties among the colonies, but ex- 
cluding Great Britain from such arrangements. How- 
ever, the colonies did not avail themselves of this privilege, 
partly because different tariff policies, railway competition, 
and commercial rivalry made an agreement including 
New South Wales and Victoria impossible. In the 
eighties other conventions were held with the hope of 
forming a customs union; but the opposition of Victoria 
to intrusting to a commission authority to make a tariff, 
“recognizing fairly the interests and special circum- 
stances of each colony,” again defeated this project. 

Very slowly, therefore, as intercommunication was per- 
fected and intercourse among the colonies became more 
common, did the people recede from their policy of mutual 
trade isolation. Finally, with the growth of a spirit of 
nationality among all Australians, the sentiment in favor 
of federation made possible a general solution of the 
intercolonial tariff question with the other problems of 
union. 

But this solution was not arrived at without much trib- 
ulation. Tariff discussions were acute in the federal 
convention, and the tariff provisions finally adopted threat- 
ened for a time to prevent the adoption of the constitu- 
tion by some of the colonies. The tariff powers of the 
central government have been temporarily limited by 
compromises adopted to conciliate the interests of par- 
ticular states. 


The first constitutional convention, in 1891, submitted 
provisions for a federal tariff, that formed the basis of 
discussion in the second convention six years later. There 
was general agreement on the main issue,—intercolonial 
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free trade. In its:relation to revenue this subject fell 
under three heads,—tariff, excise, and bounties. The 
drafters of the second constitution (1897), without dis- 
cussion, provided that the central government should 
have exclusive authority to levy uniform import duties 
and excise taxes...Some members of the convention 
wished to have the: states retain the right to continue a 
policy, already successfully adopted, of promoting local 
industries by export bounties; but the general sense of 
the delegates was that this might cause discriminations 
not unlike those which it was sought to abolish with the 
intercolonial tariffs.. Subject to unimportant qualifica- 
tions, therefore, the federal government was given control 
of bounties also. 

Three of the five-colonies represented in the conven- 
tion of 1897 had protective tariffs. Of this group Victoria 
was the leading ‘representative. Two years before New 
South Wales had changed from a protective to a free-trade 
policy. Western Australia was in an abnormal position, 
on account of the recent gold discoveries, without as yet 
a settled policy adopted to conform with its new condi- 
tions. Queensland was not represented. The diversity 
of policy in the different colonies, especially in the two 
leading colonies of Victoria and New South Wales, and the 
financial condition of the smaller colonies, South Aus- 
tralia and Tasmania, created a very delicate problem for 
the convention to solve. This related to the distribution ° 
to the states of customs revenues collected by the federal 
government. -It had been agreed that, until a uniform 
tariff was enacted,—which was to occur within two years 
of federation,—federal officials should collect the customs 
imposed by the states, and that these customs should 
apply to interstate as well as to foreign imports. There- 
fore, the administration of the customs revenues became 
at once a federal function. Both before and after a uni- 
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form tariff was adopted, the Commonwealth was to turn 
over to the states the surplus revenue from duties not used 
for federal purposes. The proportion in which this reve- 
nue was to be distributed to the different states was a 
point at issue between a free-trade colony like New South 
Wales and the protectionist colonies; but this question 
related to finance rather than to the tariff as a separate 
subject. However, the smaller colonies, who had large 
interest charges to meet from local revenue, and already 
levied heavier direct taxes than their larger neighbors, 
were much concerned in the second point in controversy,— 
the proportion of the total customs revenue that should 
be returned to the states by the federal treasurer. Upon 
motion of Sir Edward Braddon, of Tasmania, the propor- 
tion of the customs revenue that might be used by the 
Commonwealth for federal purposes was finally limited 
to one-fourth the net amount collected. This guaranteed 
three-fourths of the revenue for state use. But the result 
was that the Commonwealth, in order to provide for its 
own expenditures, must raise at least four times their 
estimated amount by a tariff. This meant either a very 
high-revenue tariff or a protective tariff, and was con- 
sidered a defeat for free trade. This clause of the consti- 
tution, known in the campaign for its adoption as “ Brad- 
don’s blot,” caused the defeat of federation in the first 
election in New South Wales. 

Meantime it was recognized that’ Western Australia 
occupied a peculiar position. -It was separated from the 
other states by four or five days’ sea travel; for even to-day 
there is no overland communication. The recent gold 
discoveries were bringing in a large number of immigrants, 
new inland cities were springing up, and there was a great 
demand for public expenditure upon railways and public 
works. The revenues were obtained chiefly from cus- 
toms duties, and this was at the time almost the only ade- 
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quate source of supply available. But the imports were 
chiefly from the eastern colonies of Australia. This was 
particularly true of provisions,—a very large item, as the 
mines were absorbing all local labor,—and to no small 
extent it was also true of general merchandise, which was 
reshipped to the colony from Victoria. To cut off the 
revenue from these imports might bankrupt Western 
Australia, and certainly would seriously cripple its finance. 
Therefore, after much discussion, a provision was inserted 
in the constitution, providing that this state might retain 
its existing tariff upon imports from other states for five 
years, reducing it one-fifth annually. At the end of five 
years complete interstate free trade was to take effect. 
The state tariff, as well as the Commonwealth tariff on 
imports from foreign countries and Great Britain, was to 
be collected by federal officials. If during the five-year 
interval the federal duty upon any foreign article should 
be lower than the state duty, the higher rate was to be 
collected upon the importation of that article into West- 
ern Australia. 

The administration of federal customs is regulated by 
the Customs Act of 1901, which provides that there shall 
be a minister of customs, a comptroller in actual charge 
of the administration, and a collector with subordinate 
officers in each state. There are the usual provisions for 
bonded warehouses, for a drawback on articles re-ex- 
ported, except liquors, tobacco, and opium, and for the 
reference of disputed classifications and valuations to the 
minister. The government has the right to purchase any 
goods which are imported subject to an ad valorem duty, 
for 10 per cent. above their declared valuation. Where 
there is doubt as to the classification of an article, the 
higher duty is the legal one. 

When a state prohibits the importation of any article, 
the federal customs officers enforce that prohibition “as 
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regards that state.” This clause would prevent carrying 
imported intoxicating liquors into any state, under inter- 
state commerce privileges, if the state should prohibit 
their importation and sale. 

The Commonwealth itself prohibits the importation of 
several classes of articles specifically, and other articles 
may be prohibited by proclamation. Among the pro- 
hibited classes are adulterated tea, oleomargarine and 
other butter imitations unless colored and branded, goods 
bearing a false guarantee purporting to be given by an- 
other government upon inspection, and also all articles 
manufactured or partly manufactured. by prison labor. 
Prohibited goods cannot be re-exported, and therefore 
cannot be admitted to the Commonwealth under bond. 

Under a more recent act a new class of prohibited goods 
may be created for a time by proclamation. This law is 
in two parts, of which the first is directed against trusts 
and combinations, and repeats some of the clauses of our 
Sherman law. The second part copies many of its provi- 
sions from the Canadian act to prevent dumping. If 
the comptroller of customs believes that goods are being 
imported for sale at a price that does not provide a fair 
compensation for the manufacturers, as shown by the 
prices they charge for the same goods in other countries, 
freights being taken into consideration; or if he thinks 
that unduly high commissions are being paid Australian 
agents for selling such articles (such commissions, by allow- 
ing heavy discounts, may lower the real price); or if he 
thinks that the goods are imported for the purpose or with 
the effect of destroying an Australian industry,—he may 
lay the case before the minister of customs, who thereupon 
orders an investigation of the matter, and, if the charge 
or suspicion is proved true, the further importation of 
the goods in question is either prohibited entirely or made 
subject to conditions that prevent the evils mentioned. 
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The first federal customs tariff went into effect in the 
autumn of 1901 by administrative enactment, but the 
duties on many articles did not come fully into force until 
the following winter or spring. Where this occurred, the 
temporary duty was in most instances higher than the 
duty which was imposed by parliament after the act was 
in operation. Dutiable articles were classified in sixteen 
divisions, and the tariff included one hundred and thirty- 
nine items. Duties were specific or ad valorem, and in some 
cases both were levied on the same article. As a rule, 
the scale was a low one, as compared with the rates levied 
in the United States, tho adjusted so as to be protective 
to established industries. The principle of protection 
was even more explicitly recognized in an appendix to 
the schedule of class six, covering metals and machinery, 
which provided suspended duties on partly manufactured 
iron, galvanized iron, wire netting, iron and steel tubing, 
and some other articles, which should be collected as 
soon as the governor by proclamation declared that the 
manufacture of these products had been sufficiently es- 
tablished in the Commonwealth to justify protecting 
them. 

Nevertheless, many, perhaps most, of the items in the 
tariff schedule of 1901 relate to articles either not pro- 
duced directly in the Commonwealth or but partly manu- 
factured there. Some of these are clearly luxuries, such 
as fine china. Others are as clearly necessities, and, what 
‘seems stranger to an American, are principally bought in 
the first instance by public authorities. Such, for instance, 
are railway iron and steel rails, which pay 12} per cent. 
ad valorem. Among the most troublesome items of this 
class are advertisements, which are still taxed six 
pence a pound. The advertising matter in a magazine, 
if it exceeds one-fifth of the contents, is thus dutiable; 
and a copy of one of our popular monthlies is charged 
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with duty in proportion to the weight of its advertising 
pages. 

In sum, the first federal customs act provided a low 
protective tariff, without disregarding more distinctly 
revenue features. This was in accordance with colonial 
precedent. The first ministry of the Commonwealth was 
composed of protectionists, with the support of the labor 
party, which, as a body, favors this fiscal doctrine. The 
free traders have been in office but once, and then for a 
short and uneventful period, during a temporary disagree- 
ment between the protectionists and the laborists over 
questions entirely unrelated with the tariff. 


Before proceeding to the tariff act of 1907-08, in which 
the protective intent is shown even more strongly, the 
labor policy applied in the Australian tariffs may be de- 
scribed. That policy appears in the act of 1901, and has 
been carried still further in the later act. 

A protectionist ministry, depending for office on the 
votes of an organized labor party in parliament, shows 
more concern in shielding workingmen, as well as invested 
capital, from foreign competition than is shown in the 
United States. In one direction this is manifested by 
measures restricting the entry of competing immigrant 
labor, as well as of foreign manufactures. The tariff 
regulations for the special benefit of labor are: (1) the 
prohibition to import manufactures upon which prison 
labor has been employed; (2) the sugar duties and boun- 
ties; (3) the conditional excise tariffs. The first of these 
calls for no explanation; but something may be said in 
detail of the second and third. _ 

A duty of $29.20 a ton is levied on all sugar imported 
into the Commonwealth. This protects the cane sugar 
planters of Queensland, who until recently have employed 
black labor in cultivation. The total protection is low- 
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ered, it is true, by an internal revenue tax of $19.47 a 
ton on sugar made in Australia. But on all sugar made 
by white labor alone there is a cane bounty which amounts 
to $14.60 a ton of sugar. Hence the net tariff protection 
of a planter using colored labor is only $9.73 a ton, while 
the aggregate tariff and bounty protection of a planter 
using only white labor is $24.33 a ton. 

The government’s figures indicate that this policy, com- 
bined with the prohibition to import black labor, has both 
increased the amount of sugar made and extended the 
use of white labor in cane farming. To show these facts, 
the following statement was presented by the treasurer 
of the Commonwealth in his budget speech of August, 
1907 :— 


1908. 1907. 

Sugarmadebywhitelabor .. . 21,688 tons. 181,100 tons. 
Sugar made by black labor!. . . 67,107 “ 18,205 “ 

Total Australian crop .. . 88,795 tons. 199,305 tons. 
Domestic sugar consumed in Aus- 

MR ice ae: 30d ks sm le 92,506 tons. 195,176 tons, 
Imported sugar consumed in Aus- 

OS ee ee 83,822 “ 7,833 “ 
Internal revenueondomesticsugar, $1,350,603 $3,124,381 
Customs revenueonimportedsugar, 2,447,598 228,733 


The average price of sugar in the Commonwealth is 
about $97 a ton. 

Conditional excise tariffs are the distinctive feature of 
what is called the ‘‘New Protection’’ in Australia. They 
make the protection the manufacturer receives conditional 
upon his paying what is considered a fair wage to his 
employees and providing otherwise satisfactory labor 
conditions. 


1Practically, all ‘‘Kanaka” (black) labor has now been withdrawn from 
Australia. 
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Two acts have been passed that embody this principle. 
One applies to certain kinds of agricultural machinery, 
such as strippers, ploughs, drills, harrows, corn huskers 
and shellers, chaff-cutters, and similar farm implements. 
Upon these there is an excise or internal revenue tax, 
which may be remitted where conditions of employment 
in a factory are declared to be fair and reasonable by a 
resolution of both houses of parliament or by a declara- 
tion of the president of the Commonwealth Arbitration 
Court or of any other industrial official of similar char- 
acter, or where these conditions are those prescribed in 
an award or industrial agreement registered by the Arbi- 
tration Court. By the other law the excise upon distilled 
liquors may be increased a shilling a gallon where an 
employer fails to pay fair wages or works his men more 
than forty-eight hours a week or employs an excessive 
number of children. 

This principle is to be widely extended in the tariff pol- 
icy now in process of adoption. In introducing the new 
bill, the acting premier said: “If we are going to have 
protection for the manufacturers and protection for the 
producers, we must have a system of protection for the 
laboring classes. . . . The method by which it is proposed 
to secure that manufacturers whose manufactures are 
protected by the new tariff shall only enjoy that protection 
on condition that they pay a fair rate of wages is, in 
outline, as follows: (1) an excise duty (internal revenue 
tax), at rate of half the duty imposed by the tariff on 
imported goods of the same class, is to be imposed on all 
goods manufactured in Australia; (2) an exemption is to 
be made as to all goods that are manufactured under con- 
ditions as to remuneration of labor that are fair and 
reasonable.” To determine what manufacturers are to 
be exempt from the internal tax, a board of excise, or 
“Excise Tariff Court,” has been constituted, with powers 
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to take evidence under oath, enter factories, interrogate 
employees, compel the production of books, or to have 
these things done by delegation, so as to ascertain what 
manufactures are produced under labor conditions con- 
forming with the requirements of the law. 

The method of collecting the tax is very simple. Two 
years ago a trade-mark act was passed, making provision, 
among other things, for a Commonwealth trade-mark, 
which was to be applied, on authority of the minister 
of customs, to Australian manufactures produced under 
satisfactory conditions of employment. It resembles a 
Consumers’ League label. Hereafter manufacturers who 
are not paying the rates of wages and observing the hours 
of labor and conditions of child employment required by 
the law must place on every article they turn out an excise 
stamp, like our internal revenue stamp, equal in value to 
one-half the import duty on the article in question. But 
those who are exempted from this tax, on account of the 
favorable labor conditions in their factories, will be allowed 
to affix the Commonwealth trade-mark to their goods, in 
lieu of the revenue stamp, and without expense. 

The application of the principle will become universal 
with the full adoption of the recent custom measures. 
The earlier law, relating only to some kinds of agricult- 
ural machinery, went into effect at the beginning of 1907. 
It was not until June of that year that the South Aus- 
tralian manufacturers, who are leading makers of this 
class of machinery, secured official exemption from the 
excise. Some months later the Victorian manufacturers 
were cited before the Commonwealth Industrial Arbitra- 
tion Court, which had been made also the Excise Tariff 
Court, to show whether they had not incurred the tax 
liability providing by the law for not paying fair wages. 
They were convicted; that is, the finding of the court was 
that common laborers in their employ, who had been 
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receiving $1.46 a day, should have received $1.70, and 
so they became liable for back payments of the tax from 
the first of the year. This amount was a large sum in 
a few cases, and in one instance was nearly $150,000. 
The manufacturers refused to pay this, and threatened to 
carry the question of the constitutionality of the law 
before a higher court. Finally, the back taxes were re- 
mitted on condition that the wages prescribed by the 
court should be paid thereafter, together with arrears 
in that rate of wages from the date the act went into opera- 
tion. The manufacturers, with a single exception, adopted 
the new wage scale, but refused to apply it to the com- 
pensation of their employees prior to the decision. Lit- 
igation has not yet terminated, and the Arbitration Court 
has asked parliament to give it additional inquisitorial 
powers, to enable it more fully to ascertain the true con- 
ditions of employment in manufacturing industries af- 
fected by this legislation. Manufacturers naturally hesi- 
tated to test the constitutionality of the law, lest in over- 
throwing it they deprive themselves of tariff protection. 
But a case involving this point has at length reached the 
High Court, and a decision as to the authority of parlia- 
ment to regulate wages under the guise of taxation is now 
pending. 

A final feature of the New Protection, as applied in the 
recent tariff, remains to be mentioned. In order to pre- 
vent manufacturers and employees from combining to 
raise the price of wages and product together, so that the 
actual working of the act might become oppressive to the 
public, the Excise Court, or a commission appointed to 
investigate the question, may recommend to parliament 
that duties be lowered whenever prices become too high 
or there is evidence that a combination exists in any in- 
dustry. 

The free traders received the New Protection proposals 
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of the protectionist-labor government with delight, pro- 
fessing to find in them a confession on the part of their 
opponents that the old protection, for which the latter had 
argued so many years, did not really improve the condi- 
tion of the producing or laboring classes, and could not be 
defended in an appeal to workers based on their own inter- 
ests. Otherwise all the new provisions now introduced 
would have been unnecessary. At the same time they 
gave their support to the proposals, tho sceptical of a 
protectionist government’s sincere intention to reduce 
duties, if prices were found too high. Mr. Reid, the leader 
of the free traders, declared that, if the new project of the 
government had come from his side of the house, it would 
have been regarded as an attack upon protection. 

The conditional excise tariff program, therefore, takes 
its place with the Industrial Arbitration Act, the Aus- 
tralian Industries Preservation Act, or anti-trust law, 
and the Commonwealth trade-mark provisions,—called 
by their opponents the ‘‘ union label clauses,’’—of. the fed- 
eral trade-mark law, and the sugar bounty and immigra- 
tion acts, as federal legislation directly modified in the 
special interests of labor. 


The second federal tariff, succeeding the Kingston Act 
of 1901, went into effect in August, 1907. The Com- 
monwealth follows the British custom ‘of enforcing a tariff 
from the time it is presented to parliament by the minis- 
try, modifying the rate of duty collected, if necessary, as 
the latter body passes on the several items. The revision 
was by protectionists, tho free traders were represented on 
the tariff commission whose report formed the basis of 
the ministry’s schedule. The number of dutiable items 
has been raised from 139 to over 440, and the free list 
reduced from $60,000,000 to about $20,000,000. Duties 
have increased about 4 per cent. of the total value of 
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imports, excluding coin and bullion. But their ratio to 
total importations is still over 2 per cent. less than in the 
United States. This ratio is indicated by the following 
table, showing the general range of duties in the two 
tariffs, and comparing them with the tariffs of. other 
colonies and of the United States. 


PER CENT. OF CUSTOMS DUTIES TO VALUE OF IMPORTS. 





|All Dutiable Imports,| All 








All Imports, 
y Imports, | = excluding 
Year. | excluding |Pxcluding| Including] , °2, 
ullion | narcotics | narcotics | bullion, 
and coin. | and stim-| and stim-| 2&teotics, 
| ulants. ulants. | #2d stim- 
ulants. 
Old Commonwealth Tariff . 1906 17.15 | 27.02 16.92 10.58 
oR 
New Commonwealth Tariff, 1907 21. (35 2 ve ] } 13. 
Se ee ee 1899 12.6 34.57 25.27 8.23 
J ee ae 1906 16.25 26.4 23.92 14.48 
New Zealand ....... 1906 18.55 30.05 21.96 11.9 
United States. ..... 1905 23.12 43.06 39.75 22.23 


Preferential trade with Great Britain has been under 
discussion in Australia for many years, and at the recent 
colonial conference in England Mr. Deakin, the premier 
of the Commonwealth, tried to secure from the home 
government a promise of reciprocal trade favors when the 
Commonwealth should have opened its doors to British 
goods on more favorable terms than those of other coun- 
tries. This was refused. But sentiment in favor of pref- 
erence is too strong in Australia to allow of delaying the 
question for further negotiations. Therefore, the new 
tariff gives the mother country preference, but in such 
a way that British goods, tho in many cases they pay a 
lower duty than the same goods from other countries, 
are frequently more heavily taxed than they were under 


1Including goods dutiable only when not of British origin. 
? Excluding goods dutiable only when not of British origin. 
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the old tariff. The most important items are shown 
in the following table :'— 


























Value of Imports from New Duty on 
Article. Old ] 
Great Other Duty. | British | Goods of 
Britain. | Countries. Goods. other 
countries. 
RE la a ee $5,270,863 |$1,726,023 & 25%| 25 & 35%/30 & 45 
Woollen piece goods . . | 8,073,800 | 1,635,727 70 0% 10 & 25%|15 & 30% 
Cotton piece goods | : |15,682,730 | 1,421,060 8g Free 5% 
piece i 6m y 2,934,600 15 15% 20% 
Velvet piece goods. - . | 1,383,670 | 1,559,530 15% 15% 20% 
Trimming: 070 | '827,330| 15% 15% 25% 
Iron, galvanised (ton) 2) 5,025,270 180,070 |15 & 30 8. |10 & 20s. | 20 & 308. 
Iron and steel pipe . | 1,215,670 496,400 Free Free Free 
Machinery, 1. Ee 4 187,366 | 1,187,470 123% Free | 10% 
achinery . « + « « | 3,107,148 | 1,457,411 Free Free | Free 
Wire netting adr eet é 1,844,470 695,930 Free & 6 
Paints and colors . . . | 1,060,930 199,630 6 6 6 
Boots and shoes. . . . 911,040 540,200 7 30% 35% 
Leather Ae ee 317,939 | 1,427,972 15% 15 to 25%/15 to 25% 
— EN Se 6 \y 702, 20% 25% |30 & 35% 
ae a 0 4 « 1,211,800 438,000 |15 & 25% 35% 40% 
Hats a and — oe ace 1,384,567 411,238 8 8 
Pianos. . 2 eo x 119,652 | 1,054, 952 9 25% 30% 

















The most important reduction in the new tariff is upon 
cotton goods, and this was made by parliament, which 
modified the ministry’s proposal that the old duty of 5 


1 These duties are subject to modification, as the two houses of parliament had 
not reached final agreement on all the items when this article was written (April, 
1908). 

? The higher duty for corrugated galvanized iron, the lower for other iron plates. 


3 Cast-iron and riveted pipe over 6 inches diameter pay $4.86 a ton if of Brit- 
ish and $7.30 a ton if of other foreign origin. 


4 Not including strippers and other machinery manufactured in Australia. 
5 See mention of wire netting duties in subsequent paragraph. 


*There are several items upon which specific duties are levied under this 
head. Under the old tariff prepared paints paid 24 cents a cwt. plus 15 per cent. 
ad valorem. They now pay 15 per cent. if of British and 30 per cent. if of other 
foreign origin. 

7 The old duty was 15 per cent. plus a specific duty ranging from $2.19 to 
$4.86 a dozen, according to size. 

8 The old duty was $2.43 a dozen and 15 per cent. ad valorem, the new duty is 
as follows: wool felt hats, British, $2.92 dozen; other foreign, $3.89 dozen: fur 
felt hats, British, $4.86 dozen; other foreign, $6.06 per dozen: other hats, 30 per 
cent. if of British and 35 per cent. if of other foreign origin. 


® Grand pianos were formerly taxed $59.40 plus 15 per cent. ad valorem, and 
upright pianos $19.46 plus 15 per cent. ad valorem. 
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per cent. should be retained against Great Britain and an 
additional duty of 5 per cent. levied on cottons from other 
countries. Woollen piece goods are classified under more 
headings than in the previous tariff. Those weighing not 
over five ounces per square yard (women’s dress goods) 
are admitted at a lower rate; but the duty on worsteds 
and tweeds and such heavier suitings as are manufactured 
in Australia has been increased even against the mother 
country. There was room for a difference of opinion, 
even among the tariff experts of parliament, as to the real 
effect of the preferential clauses. The most effective pref- 
erence seems to have been given upon those articles which 
Australia already imports chiefly from Great Britain. 
In the original bill the average preference, upon preferred 
items, was estimated to be 234 per cent. of the higher duty; 
and this ratio was increased to about 254 per cent. by 
Parliament. It is maintained by the government that 
British exporters will pay, upon a basis of their shipments 
to Australia in 1906, about three-quarters of a million 
sterling less in duties annually than if they were required 
to pay the full tariff. 

So far as trade with the United States is concerned, 
the new tariff is not so unfavorable as these general state- 
ments might imply. Our trade with the Commonwealth 
has been growing rapidly. The Australian valuation of 
imports from this country rose from $12,000,000 in 1891 
to $28,000,000 in 1901 and over $31,000,000 in 1903. 
Australia takes more goods from us than from any other 
country except Great Britain, and nearly three times as 
much as from Germany, the country next to our own 
in rank. On the other hand, both Germany and France 
buy more produce from Australia than does the United 
States. They take wool to the value of nearly $8,000,000 
annually from the Commonwealth, or twice as much as 
we import. For their American goods the Australians 
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pay chiefly in specie or bullion, nearly $8,000,000 of the 
$15,000,000 we receive annually from them being in that 
commodity. 

In spite of these trade relations with European coun- 
tries, the tariff recently imposed is relatively easier on 
our trade than on that of Germany and France, princi- 
pally because those countries compete more directly than 
we do with Great Britain in the goods they send to the 
Commonwealth. For instance, our largest export to 
Australia is wheat, which we send to the value of over 
$5,000,000. Next in value is timber, of which we send 
over $2,500,000 worth. Tobacco to nearly the same value, 
and somewhat less petroleum, are other products in which 
we meet practically no competition from England. We 
have a large market for machinery in Australia, and our 
harvester trust, as well as our tobacco trust, has been 
legislated against pretty directly. But mining machinery 
is bought freely in America, and many of our specialties, 
such as typewriters, phonographs, sewing-machines, tools, 
and machine tools, are either free of duty or admitted at 
merely nominal rates. 

Coghlan estimates that the proportion of total Australian 
imports received from the mother country has fallen from 
one-third to one-fourth within a decade, and that this was 
largely due to the use of foreign manufactures. The new 
tariff may check this tendency. But, even if it has little 
economic influence, it indicates a sentiment in favor of 
recognizing imperial obligations, and that sentiment 
itself is an important protection for British commercial 
interests in Australasia. ‘I was once walking over the gov- 
ernment wharves at Wellington with one of the super- 
intendents. He pointed to a warehouse containing a 
quantity of iron or steel rods or pipes, saying, ‘‘ We used 
to get a good deal of that stuff from Germany, but we’ve 
been buying it of you Yankees since the Boer War.”’ 
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The influence of a uniform tariff upon Australian manu- 
factures has been beneficial, tho the two parties in Parlia- 
ment cannot agree whether this is due to intercolonial 
free trade or extra-colonial protection. Victoria was an 
old seat of manufactures, and has drawn much advantage 
from her superior preparation in securing the market 
for her goods in other states of the Commonwealth. 
Nevertheless, there has been something of a manufacturing 
boom in all of the other colonies, with the possible excep- 
tion of Tasmania. In 1904 I found new factories and 
factory extensions almost equally common in Brisbane, 
Sydney, Melbourne, and Adelaide, and even in Western 
Australia they had begun to manufacture shoes. The 
Victorians, using American shoe machinery (not infre- 
quently under the superintendence of American or Ameri- 
can-trained foremen) have built up a large local trade, 
and have well-equipped factories, with considerable special- 
ization of preduction. This is the line of manufacture 
best established in the Commonwealth, and some 4,000,000 
pairs of shoes are made annually. 

Woollen mills were started many years ago to provide 
coarser fabrics from native wool. The ups and downs of 
this industry remind one of the history of the same manu- 
facture in America. Its variations in Victoria, indepen- 
dent of the amount of protection it received, are often 
quoted by free traders. For instance, the number of 
employees and the rate of protection were as follows the 
years mentioned :— 


VICTORIAN WOOLLEN MILLS. 


Per Cent. of Number of 
Year. Duty. Employees. 
rae es as we ee Se DA 11. 736 
ey eee ee 22. 780 
Sa 33. 810 
RR ee ras sa 4, era cae a 44, 690 


1,284 
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Clothing and shirt factories are numerous, and some of 
the establishments are large. Apparel has been pro- 
tected in most of the colonies, but the industry has been 
specially prosperous since federation. Certain kinds of 
agricultural machinery are manufactured on a fairly exten- 
sive scale, and one Victorian manufacturer ships a com- 
bined harvester and stripper of his own invention, in 
train-load lots, to Algiers, the Argentine, and other 
countries. 

The growing value of Australian manufactures is roughly 
indicated by the following table, which shows the respec- 
tive importations of domestic and foreign manufactured 
articles of three classes, for the five continental states of 
the Commonwealth, for two years. These figures do not 
include the value of goods manufactured in each state 
that are consumed in the same state, and therefore are 
not to be confounded with total value of domestic manu- 
factures, which would be much larger. 


STATE IMPORTATIONS FROM FOREIGN COUNTRIES AND FROM 
OTHER STATES. 























1903. 1904. 
Australian. | Foreign. Australian. Foreign. 
Eg $1,425,000 | $6,886,000 $2,146,000 $7,835,000 
Bootsand shoes ... 1,469,000 1,260,000 1,948,000 1,240,000 
Machinery... .. . 1,370,000 | 8,750,000 } 7 :742,000 | 8,278,000 





Therefore, in each instance there was a larger propor- 
tionate increase in the interchange of domestic than of 
foreign manufactures, and the value of Australian-made 
machinery crossing state borders increased well toward 
$400,000 during a year when the trade in imported 
machinery declined more than that amount. 

From 1899 to 1904 the value of domestic manufactures 
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shipped from Victoria to other states increased by the 
following amounts, in round figures, for the articles men- 
tioned: apparel, $1,300,000; boots and shoes, $1,300,000; 
machinery, $375,000; flannels, $225,000; and other 
woollens, $80,000. These figures, as well as the preceding, 
appear small in comparison with the statistics of manu- 
factures and interstate commerce in America, but they are 
for a population of 4,000,000, or about one-twentieth that 
of the United States. They show that conditions attend- 
ing and following federation have been favorable to 
Australian manufacturers. These are not due entirely to 
good seasons, for in the interim the country has been 
afflicted with one of the severest droughts in its history. 
But they are probably due in a greater degree to the 
broader market afforded under interstate free trade than 
to the fiscal policy affecting foreign imports. 

The federal tariff has been put into operation without 
the serious controversies respecting the nature of the con- 
stitution and the rights of the states that in our own 
country followed the adoption of a protective policy. 
This is partly because such issues are now better under- 
stood and have been more explicitly provided against in 
the organic law, and partly because the whole Common- 
wealth is a dependency of the empire, subject in the last 
recourse to her control. Nevertheless, the horizon in 
Australia has not been entirely free from clouds. The 
right of the federal government to levy duties on goods 
imported by the state governments has been contested, 
and never settled. Thus the states have been made to 
pay heavily upon the railway materials they have im- 
ported, and this has been a cause of complaint by the 
state commissioners. New South Wales secured a deci- 
sion in the Supreme Court of the state that such duties 
were unconstitutional, but the federal government disre- 
garded the decision. A High Court is provided for in the 
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Commonwealth constitution, to decide questions of this 
sort or to refer them, if it pleases, to the Privy Council. 
But this court had not been organized, and the federal 
authorities would not permit a direct appeal to the Privy 
Council as desired by the state. Therefore, New South 
Wales, as regards these duties, had no recourse in law 
that the Commonwealth government was bound to recog- 
nize. Matters came to a crisis after the recent tariff of 
August, 1907, was imposed. This tariff levied a duty of 
30 per cent. (British manufacture, 25 per cent.) upon 
wire netting, which is extensively used in Australia for 
rabbit protection. The New South Wales government 
had a large amount of such netting ordered for public use 
in protecting its crown lands and neighboring properties 
from rabbit invasion, when the tariff went into effect. 
The state authorities refused to pay the new duty,—wire 
netting had previously been free or subject to but nominal 
rates,—and seized by force the netting consigned to them. 
The federal authorities appear to have made no resistance, 
tho, had they been informed beforehand of the design 
of the local government, there might have been an acute 
crisis. The matter is now in the way of compromise, 
pending a decision on the constitutional aspects of the 
question, and the duty on wire netting has been reduced 
by parliament. 

As a revenue producer, the former ‘federal tariff was a 
success, and the new one is expected to be equally satis- 
factory. The actual collections under the old tariff, during 
its last year of operation, exceeded $45,000,000, and a gross 
revenue of about $52,000,000 is expected from the new 
tariff the present year.’ This will be nearly double the 
aggregate collections under the tariffs of the different 
states at the time the constitution was adopted. 

1During the last six months of 1906 the customs revenue was $18,939,448; 


during the corresponding six months of 1907, the new tariff having been in force 
since August 8, the collections were $23,420,668. 
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Nothing is more dangerous than to predict the future 
fiscal policy of a government, especially when that gov- 
ernment is separated by half the circumference of the 
earth from one’s own. But it seems likely that protection 
has come to Australia to remain for an indefinite period. 
The growing labor party favors this policy, and there are 
a host of special interests growing up dependent upon a 
continuance of that policy for their existence. The con- 
stant demand for new revenue, in order to carry out the 
various social programs of the progressive or radical 
reformers,—as one chooses to dub them,—will make it 
difficult to reduce duties. Federal old-age pensions, likely 
to come within a few years, will absorb public money, 
perhaps even more thirstily than our army pensions. A 
transcontinental railway will require funds. It has been 
proposed to have the federal government assume the 
state debts; and, tho under the Braddon proviso, interest 
upon them is now indirectly paid from customs revenues, 
the operation of transfer may be expected to add to 
federal burdens. Finally, the spirit of nationality is 
seeking expression in an Australian navy and increased 
expenditures for defense. Australia, like America, has a 
Japanese scare. There is even in view the possibility of 
a federal capital, a new city to be built by the Common- 
wealth as a home for its government, tho this prospect 
is frequently obscured by financial discouragements. 
With all these demands upon its pocket ahead, the federal 
government is likely to rely upon import duties for a large 
revenue and to continue protection. 


Victor S. CLARK. 
DEPARTMENT OF LABOR, 
WASHINGTON. 
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SUMMARY. 


I. The national banks on a greenback basis from 1863 to 1879, 602. 
—Attitude of different sections of the United States towards bank- 
ing and currency in 1870, 603.—Pacific States continued on a gold 
basis, 604.—II. The Gold Bank Act of 1870 authorizing gold notes, 
608.—Intended for foreign traders in East and to introduce national 
banking system into Pacific States, 609.—III. The gold banks in 
California, 612.—Promised success, 1872 to 1875, 613.—Panic of 1875 
discredited the gold notes, 615.—Decline of the gold banks, 617.— 
IV. Further causes of the failure of the system, 619.—Analysis of the 
law and of banking under it, 620. 


I. 


THE national banking system was established during 
a time of suspension of specie payments, when the United 
States legal tender notes had driven gold and silver from 
circulation. These legal tender notes, or greenbacks, 
formed the medium of exchange; and all bank issues were 
based upon and redeemable in them. By 1868 the na- 
tional banks had largely displaced the State banks, and 
their circulation had completely displaced the State bank 
circulation. The national bank-notes, being redeemable 
in greenbacks, circulated at par -with greenbacks, and 
followed them in their fluctuations up and down. The 
actual business standard was a depreciated paper, and 
the national bank-notes were paper based on paper. Gold 
was still used, however, for three classes of payments. 
Duties on imports were required to be paid in coin; inter- 
est on the public debt was paid in gold; and foreign pay- 
ments were necessarily made in gold. 

In 1871 the various sections of the United States showed 
marked differences in regard to their financial condition 
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and their currency and banking facilities. The national 
bank laws of 1863 and 1865 had provided for apportion- 
ment of the circulation among the States in proportion 
to their population and capital. But under another law 
of 1865, which provided that, in the organization of 
national banks, preference should be given to existing 
State banks making application before July 1,? the 
distribution had become very unequal. By 1868 the $300,- 
000,000 circulation authorized by law had been claimed, 
but an undue proportion had been taken out by the 
Eastern States. The New England States had over one- 
third of the total, and New York and New England 
together had over one-half. In 1870 the New England 
States had more than 104 million dollars of national bank 
circulation, tho by apportionment based on the census 
of 1870 they were entitled to less than forty million; New 
England and the Middle States together had nearly 231 
millions, tho entitled to only about 156 millions; while 
all of the South and all of the States west of the Mississippi 
River, taken together, had less than twenty-three million, 
tho entitled to more than 114 million. 

The West, the debtor section of the country, which had 
been in Jackson’s day the enemy of banks and the advo- 
cate of hard money, now became notoriously the champion 
of cheap money, the home of the inflation movement, 
and the birthplace of the Greenbackers. The impover- 
ished South joined with the West in the demand for more 
money. Their demands during the years 1865 to 1875 
were for a greater share of the national bank currency, 
as well as for the issue of greenbacks. Further demands 


1 The law of 1864 had omitted this provision of the previous law, and it was 
re-enacted in 1865 in the form of an amendment. Act of March 3, 1865; Statutes 
at Large, 38 C., 2S., Chap. 82. 


? This was the law levying a 10 per cent. tax on the issues of State banks, and 
the provision mentioned above was to enable the existing State banks to become 
national banks. Statutes at Large, 38 C., 2 S., Chap. 78, Secs. 6 and 7. 
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came from these sections for the replacement of the na- 
tional bank circulation by an additional issue of green- 
backs, and for free banking, which meant, in its extreme 
form, the removal of all restrictions on the business and 
issues of the national banks. So insistent was the demand 
for more currency that unauthorized “shinplasters’’ were 
issued in many places in the South and the West. These 
were in various forms. Alabama issued certificates re- 
ceivable for all State dues, but in a form suitable for cir- 
culation as money; cities, savings-banks, and business 
corporations issued similar certificates; and some of the 
railroads even issued circulating notes in the guise of rail- 
road tickets. 

California and the Pacific States, however, were an ex- 
ception to what has just been said of the Western demand 
for paper currency. In these States the gold standard 
and actual gold payments were maintained throughout 
the period of suspension. While the business of the rest 
of the country was on a paper basis, payments in Cali- 
fornia, like foreign payments, were on a gold basis; and 
local prices and payments in the State were in gold. 
Local customs and laws had from the first opposed the 
introduction of any kind of paper money in these States. 
This opposition to the use of paper currency arose chiefly 
from the fact that California was a gold-producing State. 
From the time of the early mining settlements gold dust 
and gold coin had been the only currency. It may also 
be attributed partly to the fact that the mass of the early 
settlers in the State were of the old Jackson Democracy, 
and they had the hostility towards paper money and banks 
of issue deeply rooted in their minds.’ These early settlers 


1Comptroller of the Currency, Finance Report, 1872, pp. 96 and 97; 1873, 
pp. 108 and 109. 
2 The migration to California in 1846-48 was mostly from the frontier States 


and largely of Southern stock. This was the type which made up the hard-money, 
anti-bank party of the time. It was natural that these settlers should prefer coin 
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would naturally establish the custom of using coin and 
despising paper. 

Banks of issue were prohibited by the State constitu- 
tion in Oregon,’ and both by the constitution and by stat- 
ute in California? There had never been a bank currency 
in these States, and the pioneers had refused from the 
first to accept the notes of the Eastern banks to any extent. 
When the legal tender act made the greenbacks a lawful 
tender in payment of debts, some instances occurred of 
debts contracted on a gold basis and paid in legal tenders. 
The business men took prompt action towards preventing 
the introduction of legal tender notes as the circulating 
medium. They entered into agreements not to receive 
or pay out the greenbacks except at their market value, 
and established a sort of black-list system against those 
who took advantage of the legal tender power of the 
notes by offering them in payment of debts. It became 
common to have printed across bill-heads the words 
“Payable in coin only’’; and a man who proffered green- 
backs for a gold debt was a commercial outcast.’ This 


to currency, and that the custom of using coin should be established. Many of 
the leaders were of this same class, even after the stream of immigration from the 
North and the East had spread over the country. 

The membership of the Constitutional Convention in 1849 will illustrate this 
point. Of the 37 delegates originally chosen, 16 were from slave States, 10 from 
free States, and 11 were natives of California. The total membership was increased 
to 48, of whom 22 were from the North, 15 from the South, 7 from California, and 
4 from foreign countries. That these Southern members were of the democratic 
anti-slavery class is evident from the fact that there was no attempt to establish 
slavery in the State. 

It was this convention that put into the Constitution the strict prohibition 
of banks of issue. And the membership was not made up of miners, but of lawyers, 
farmers, merchants, engineers, bankers, etc. Bancroft, History of California, vi. 
pp. 282-289. 


1 Art. XI., Sec. 1. 
2 Art. IV., Secs. 34 and 35; Statute, Act of April 19, 1855, Stat., 6 Ses., Chap. 105. 


3 It is interesting to note that during the first few months of greenbacks united 
attempts were made, at least in Oregon, to keep them at par with gold. Patriot- 
ism and loyalty were appealed to,and public meetings were held in which the 
members pledged themselves unanimously to accept the notes at par, and to boy- 
cott any merchant who refused so to receive them. All such efforts failed, and 
very soon reguiar quotations for greenbacks were printed. Gilbert, Trade and Cur- 
rency in Early Oregon; Columbia University Studies, vol. 26, pp. 98-104. 
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condition of affairs was legalized by the Specific Contract 
Acts in California in 1863,’ and in Oregon the following 
year.” These laws provided that written contracts for 
payment in a specific kind of money might be enforced 
by the courts. They were upheld by the State and by 
the United States courts, and all subsequent attempts to 
repeal them and to introduce legal tenders as the medium 
of exchange proved unsuccessful. The result was the 
enforcement by law of specific contracts made payable in 
gold, tho such contracts had been enforced by business 
custom prior to the passage of the laws. Greenbacks 
were dealt in as a commodity rather than as a currency. 
It was the influence of the merchants and traders that 
forced the specific contract acts and enforced gold pay- 
ments under them. 

The commercial relations of the Pacific States made it 
comparatively easy for them to maintain the gold stand- 
ard. They were isolated from the East, and their trade 
with the Eastern States was chiefly in the purchase of 
manufactured articles. The Pacific States were a buying 
section, so far as their relations with the rest of the United 
States were concerned. Their own surplus products went 
chiefly to the islands of the Pacific and to the other Pacific 
coast ports. Their favorable balance of trade was re- 
ceived in gold, and they could use the legal tenders for 
payments to the East. For these reasons the legal tenders 
did not move to the coast in any great quantities, and they 
never formed a part of the circulating medium there.* 

These States were perhaps the only ones in the country 
in which the banks did not depend for a large part of their 
profit upon the right of issue. But in California the bank 
of issue was unknown until 1870. Abundant opportunities 
had existed for banking profits, however, in purchase of 

1 Hittell, History of California, iv. p. 347. 
2 Gilbert, pp. 112-114. 2 Ibid., pp. 95, 96, et seg. 
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gold dust at the mines, in the growing trade and the 
rapid development of the resources of the State, and the 
general spirit of speculation which prevailed. Interest 
rates were high, and private banks had sprung up in large 
number, beginning about 1849. 

This was the condition of affairs, then, in the three 
sections of the country in 1870. The East had a super- 
fluity of bank capital and circulation, and stood for con- 
servatism, or even for contraction of the currency; the 
Middle West and the South were suffering under the al- 
leged evils of a deficiency of currency, and were clamoring 
for greenbacks and for the increase and redistribution of 
the national bank currency; while California and the 
Pacific States had repudiated greenbacks and the national 
currency, and were using gold coin as their standard and 
the medium of exchange. And this was the only part 
of the country where the national banking system had 
not been established. 


Il. 


In his report for 1869 the Comptroller of the Currency 
recommended a law authorizing the establishment of specie 
banks, with a right to issue notes payable in specie. ‘Some 
provision of this kind,” he said, “‘is probably necessary 
in order to supply the Pacific and gold-producing States 
with a paper currency. A circulating medium cheaper 
and more convenient than coin has long been necessary 
in those States, and would undoubtedly do much to pro- 
mote activity, enterprise, and development. Experience 
has demonstrated to them that a currency composed 
exclusively of specie is not exempt from the fluctuations 
to which money and trade everywhere are subject, and 
has awakened an anxiety on the subject which may lead 
to the introduction of paper money, if the opportunity 
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is afforded.”* The Comptroller thought, also, that such 
an act would, in a way, anticipate specie payments, and 
that, along with the plan of free banking which he recom- 
mended, it might hasten the day of resumption.’ 

The Act of July 12, 1870, as passed, was a skilful com- 
bination of two bills, introduced separately at first, and 
combined by the Senate Finance Committee, one bill 
providing for an increase and redistribution of the national 
bank currency, the other authorizing gold banks. The 
West and the South, persistently demanding a greater 
share of the currency, were expected to support the first 
bill; while the Eastern Democrats and all those in favor 
of hard money and immediate return to specie payments 
were expected to support the second measure. The act 
authorizing gold banks was a sort of concession to the 
friends of resumption; and the enemies of resumption 
permitted it to pass, partly because they thought the plan 
was impracticable and partly because by passing it 
they could gain their demand for redistribution of the 
currency. It authorized the Comptroller to issue to banks, 
under the general provisions of the National Bank Act, 
notes payable by the banks on demand in gold to an 
amount not exceeding 80 per cent. of the par value of 
the bonds deposited.® 

The idea, however, in authorizing the gold banks was 


1 Finance Report, 1869, p. 39. 


2 The Merchants’ Magazine also thought that the gold banks might render 
some service in ‘‘the march along the perilous path towards specie payments.” 
Vol. lxiii. pp. 246, 247. California newspapers also thought the chief good of the 
new system was as a first step towards a return to a specie basis. 


3No gold bank to have a circulation in excess of $1,000,000: Banks must 
keep on hand a reserve of 25 per cent. of circulation in gold and silver coin, and 
must receive at par the notes of all other gold banks which were paying their notes 
in gold. All gold banks were to be subject to the provisions of the National Bank 
Act, except (1) the limit of $300,000,000 on total circulation did not apply; (2) 
“lawful money” should in their case mean gold and silver coin of the United 
States; (3) San Francisco gold banks were not required to redeem their notes in 
New York; and (4) gold banks were not required to receive the notes of other na- 
tional banks at par. Statutes at Large, 41 C., 2 S., Chap. 252, Sees. 3, 4, and 5. 
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twofold: (1) to provide gold banks and gold notes for 
foreign merchants in the commercial cities of the Atlantic 
seaboard; and (2) to extend the national banking system 
into the Pacific States. One or more gold banks would 
be organized, it was thought, in each of the large Atlantic 
cities... The volume of foreign trade transacted on a gold 
basis was large in all these cities. Foreign merchants 
kept gold accounts with their bankers, and it was said that 
half of the banks of New York City had opened gold 
accounts with their customers. Hence double accounts 
were necessary,—one on a gold basis and one on a cur- 
rency basis.2 New York City alone was carrying on a 
trade of about 600 million dollars a year on a gold basis, 
and other cities also had large foreign dealings. And it 
was thought that in Charleston and New Orleans, where 
cotton was measured by the gold standard, there would 
be a demagd for gold banks.° 

The need for a gold note circulation was seen in the 
demand for the United States gold certificates, which were 
issued on the deposit of gold with the United States Treas- 
urer. The amount of these certificates outstanding in 
July, 1870, was about fifty million dollars and about 
twenty-seven million in October; while the average amount 
for the preceding five years had been about twenty-seven 
millions. But these certificates were issued in large de- 
nominations, and were not intended or used for general 
circulation. Nearly half of the amount issued up to 1870 
had been of the denomination of five thousand dollars.‘ 
It was now proposed to issue the national gold bank notes 
in small denominations for general circulation, leaving 

1 Sherman in Senate, Congressional Globe, 41 C., 2S., p. 700; Finance Report 


1870, p. 25; Merchants’ Magazine, 63, pp. 184 and 247; Bankers’ Magazine, 25, 
p. 228. 


2 Merchants’ Magazine, 63, p. 184; Commercial and Financial Chronicle, xi. 
p. 230. 2 


* Sherman, Congressional Globe, 41 C., 2 S., p. 700. 
* Merchants’ Magazine, 63, pp. 247-249. 
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the government gold certificates to be used, as heretofore, 
in making large payments. It was thought that this 
would make a place for the gold banks, and would induce 
their organization in such cities as New York, Boston, 
Charleston, and New Orleans. 

The gold bank act was also an attempt to force the na- 
tional system into California and the Pacific States. There 
seems to have been no demand from California for any 
such law. But in the East it was claimed that, if a paper 
circulation could be introduced into the Pacific States, 
the gold used in those States would be released for use 
in the rest of the country and in foreign trade;' while 
the paper currency would be more convenient and ser- 
viceable for the Pacific States concerned, and would stimu- 
late and hasten their development. It was hoped that 
the greater convenience of the gold notes would soon 
overcome the hostility of the California people towards 
paper money, since the notes were actually redeemable 
in gold on demand, and the banks were required to keep 
adequate reserves for their redemption. 

In the Eastern cities, arrangements were apparently 
made for the organization of several gold banks,’ but 
only one was actually established outside of California. 
The Kidder National Gold Bank of Boston was established 
by the banking house of Kidder, Peabody & Co. in 
1870, with a capital of three hundred thousand dollars 
and a circulation of one hundred twenty thousand dollars 
in gold notes. The success of the venture was not so 
flattering as to induce the organization of other gold 
banks in the East, where the great mass of business was 
on a greenback basis. Its deposits, loans, and discounts 


1 Some thirty or forty million dollars, according to the estimate of the Comp- 
troller. Finance Report, 1871, p. 67. The San Francisco Bulletin made a similar 
estimate of the gold coin in California and the other Pacific States. 


2 Comptroller, Finance Report, 1870, p. 25; Merchants’ Magazine, 63, p. 184; 
C jal and Fi ial Chronicle, xi. p. 230. 
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were never high, and its business never, apparently, on 
a paying basis. The bank continued in business only 
about two years, going into voluntary liquidation in 
November, 1872. 

No adequate field of circulation was available for the 
gold notes in the East. They were not redeemable except 
at the place of issue, hence they could have only a local 
circulation. The United States gold certificates and gold 
coin furnished sufficient medium for payments to the 
government and for foreign trade; and it was, of course, 
useless to attempt to force the gold notes into general 
circulation, side by side with the depreciated greenbacks. 
Aside from circulation the gold banks could doubtless 
have found a profitable business in the large commercial 
centers, if they could have taken over all of the gold busi- 
ness which the other banks were carrying; but, if the other 
banks were not willing to surrender this business, the gold 
banks could offer no facilities or inducement not offered 
also by the other banks. Hence, both in respect to cir- 
culation and to other business, the gold banks failed to 
take the place which they were expected to fill in the 
Atlantic cities. 


III. 


But in California the conditions were different. There 
were obstacles here, also, but obstacles of a very different 
nature. The gold banks would have to make their way 
in California, not against a depreciated paper currency, 
but against a rooted prejudice in favor of metallic money. 
Banking in the State had been almost entirely in the hands 
of private bankers up to 1870; and, at the time the na- 
tional gold banks were being introduced, a State system 
was also achieving its initial success. In 1871 there were 
only four incorporated State and savings banks in the 
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State, and over seventy private banks." These banks were 
unfettered by the regulations as to reserve, loans, real estate 
holdings, etc., which would apply to the national banks; 
while the national organizations could offer to bankers 
only the additional safeguards of the national system and 
the very precarious and doubtful profit on circulation. 

The First National Gold Bank of San Francisco was 
organized in November, 1870, and had issued by Septem- 
ber of the next year $375,000 in gold notes. It met with 
much opposition, the notes being very unpopular at first; 
and a year and a half passed before its success led to the 
organization of other gold banks in the State. To intro- 
duce banks of issue, and to put out their notes as a sub- 
stitute for coin, appeared to the people as an innovation 
of doubtful expediency. They were accustomed to gold 
coin and to a discount on greenbacks. “It was a new 
thing to see a paper dollar that did not tell a lie on its face. 
But here were paper dollars without fiction or falsehood. 
They not only had the color of gold, but they could be 
exchanged for gold at pleasure.” By November, 1871, 
the Comptroller could say that the National Gold Bank 
of San Francisco was holding its own, in spite of the oppo- 
sition which it had met, and was “gradually winning its 
way into public confidence.”* He was, however, appar- 
ently so dissatisfied with the first trials of the gold bank 
law that he recommended that “provision be made for 
the establishment of national banks in California and the 
other Pacific States upon a legal tender basis, and that the 
law be so modified as to enable them to cope successfully 
with other banking institutions at present doing business 
in those States.” ‘ 


1 Homan’s Bankers’ Almanac, 1871, p. 57. 
?San Francisco Evening Bulletin, April 20, 1872. 
3 Finance Report, 1871, p. 67. 


‘Finance Report, 1871, p. 67. He made no further suggestion of just how 
he thought the law could be modified in order to accomplish these results. 

















TE er ere 








THE NATIONAL GOLD BANKS 613 





The year 1872 saw the first promise of success for the 
new system. California mining activity was at this time 
enjoying a decided revival, which lasted for several 
years. California agriculture was beginning to find it- 
self also in the first large shipments of grain and fruit. 
The years 1872 to 1875 marked a period of activity in 
all lines, of great expansion, of inflation of values, and 
of rapid development of the resources of the State. It 
was a favorable time for the establishment of a new bank- 
ing system and for the introduction of a paper currency. 
The gold notes were found to be more convenient than 
gold coin, and they were known to be redeemable in gold 
on demand. By the spring of 1872 the people were begin- 
ning to accept the notes without question, and it was seen 
that they were to have a free circulation.’ By this time 
the success of the First National Gold Bank was assured, 
and other gold banks began to organize, many of them by 
reorganization of existing banks. In May the California 
Trust Company of San Francisco became the National 
Gold Bank and Trust Company, with a capital of one 
million dollars and an immediate circulation of four hundred 
thousand dollars in gold notes, and announced its inten- 
tion of taking out the full circulation of one million? By 
the fall of the year gold notes were popular in California, 
and it was anticipated that they would soon displace a 
large volume of gold coin, not only in San Francisco, but 
also in the interior towns. Gold banks were being organ- 
ized in Stockton, Sacramento, Oakland, and other towns 
of the State. The gold notes were valued especially for 
supplying the far-removed mining settlements, because of 
their greater convenience and cheapness of transportation.® 


1 Bankers’ Magazine, 27, p. 66. 


? Bankers’ Magazine, 27, pp. 140 and 386; San Francisco Evening Bulletin, 
September 16, 1872. The Trust Company had been in business four years, and 
had made large profits and paid large dividends. 


3 Finance Report, 1875, p. 219; San Francisco Evening Bulletin, cited below. 
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The year 1875 saw the highest point in the history of 
the gold banks. In the spring and summer of that year 
the national system promised to supplant the State and 
private banks of the State, and to substitute its notes for 
the gold coin circulation. There were at this time nine 
gold banks in the State, with an aggregate capital of 
$4,700,000, a surplus fund of over $630,000, and circula- 
tion outstanding of $2,640,000. The gold banks were 
increasing, their business was growing, their notes circu- 
lated freely in the interior without coming home for re- 
demption in too large numbers, and their profits were 
large. The deposits were between four and six million 
dollars the first half of the year, and their loans and dis- 
counts over seven million. The earnings of the two gold 
banks in San Francisco for 1874 were 13.7 per cent. of their 
capital and surplus, and for 1875 17.9 per cent. The 
earnings of the seven banks in California outside of San 
Francisco for 1874 were 18.7 per cent., and for 1875, 14.3 
per cent.’ There were other gold banks talked of or 
in process of organization in Los Angeles and in other 
places in the State? Everything seemed to indicate fair 
sailing for the gold banks and for the national system 
in California. 

But the gold banks had never tried their ability to 
weather a storm. The great demand for currency in the 
rapidly growing interior settlements had kept the notes 
in circulation, so that the redemption reserves had been 
ample. The country banks kept a redemption fund with 
their agents in San Francisco, making all the notes redeem- 
able at this central point, as well as at the places of issue. 
The free acceptance of the notes had, in fact, made the 
banks careless in regard to their reserves. During 1874 


1 All data in regard to the business of the banks are from the official reports 
of the Comptroller of the Currency. 


?San Francisco Evening Bulletin, September 4, 1875. 
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and 1875 the reserves of the San Francisco gold banks 
were nearly always below the required 25 per cent. 
of circulation and deposits, and the reserves of the 
interior banks were very often below. Another element 
of danger was the jealousy and hostility of the State and 
private banks. And the old prejudice of the California 
people against any kind of paper money was only 
slumbering, and was ready to be awakened by the least 
noise of disturbance. 

A bank panic was precipitated in San Francisco in 1875 
by the failure of the Bank of California on August 26, 
caused by the squandering of its funds by the president 
in mining speculation. This was the largest bank on the 
Pacific coast, with a capital of five million dollars, and 
had enjoyed an enormous business and unbounded con- 
fidence. San Francisco was the center of the financial 
system of the Pacific coast, and was almost independent 
of New York and the rest of the country. The panic of 
1873 had not reached California, but this failure pricked 
the bubble; and the panic soon spread throughout the 
State. The National Gold Bank and Trust Companv 
suffered a run on the same day as the run on the Bank 
of California, and other banks in the city had to sustain 
similar runs. The National Gold Bank and Trust Com- 
pany paid out $1,400,000 in gold during the day, but did 
not open for business the next morning. It was in tem- 
porary suspension for about two weeks, when it opened 
again for regular business. 

The panic placed especial strain upon the gold banks 
of the State; and, as might have been expected, their 
weakness was their circulation. At the time of the panic 
most of the notes were in the country, many of them at 
remote points. The Trust Company had $800,000 of gold 


1 Most of the information in regard to the panic and its effect on the gold banks 
is from the San Francisco Evening Bulletin, August 26 et seq. 
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notes outstanding, and the total circulation of all the 
gold banks was over $2,500,000. The panic sent in a great 
flood of these notes for redemption. The supply of coin 
in the city was short at the time, and the other banks of 
the State were in difficulty also; and the run on the 
Trust Company made matters much worse. The State 
and private banks now seized this opportunity to strike 
a blow at the gold banks. They refused to receive or 
pay out the gold notes,’ and the city banks refused ade- 
quate assistance to the Trust Company when its notes 
began to come in for redemption” This refusal might 
have been due to the actual scarcity of coin and to the 
more or less justifiable feeling that self-protection de- 
manded such action. But there is little doubt that, if 
the notes had been received freely by the banks of the 
State, they would have continued to circulate at par. 
The other banks were very hostile to the national gold 
banks, however, and their constant effort was to discredit 
the gold notes. It was this attitude of the banks and 
bankers that did more than any other influence to dis- 
credit and depreciate the notes, and it was their activity 
that sent the notes in for redemption in such large num- 
bers. The California banks were now using the same 
means of opposition that the New York banks had tried 
when the national banks were being introduced for the 
first time in 1863 and 1864. At that time the old State 
banks excluded the new national banks from the clearing 
houses, and refused to accept their notes or to pay checks 
drawn upon them. But the California banks were now 

1 Finance Report, 1875, pp. 219 and 220; San Francisco Evening Bulletin, Sep- 
tember 4 and November 2, 1875. 

2San Francisco Evening Bulletin, September 9, 1875. 


3 Not only by refusing to accept the notes, but by correspondence with the 
country banks, by offering to take the notes at a discount on deposit, and by en- 
deavoring to show that the gold notes were not sound. Report of United States 
National Bank Examiner on the panic and the gold banks, in the San Francisco 
Evening Bulletin, November 2, 1875. 
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more successful in their opposition. ‘‘During the panic 
the gold notes were so depreciated by the private banks 
and brokers that they sold for 75 cents on the dollar in 
some instances, and in one instance the seller took his 
pay in national currency bank notes at par, selling his 
gold notes at 90.”? 

The opposition of the State and private banks could 
be made very effective, because they represented by far 
the largest part of the banking capital and resources of 
the State. There were over one hundred of these banks 
in the State, with a total capital of between twenty and 
twenty-five million dollars;? while there were only nine 
national gold banks, with an aggregate capital of only 
about $4,600,000. With these greater numbers, capital, 
and resources arrayed against them, it is no wonder that 
the national gold banks were in hard straits. 

Promptly after its suspension in August the National 
Gold Bank and Trust Company sold $500,000 of its bonds 
in New York, and provided funds for the redemption 
of its notes at the Sub-treasury in San Francisco, and for 
the retirement of $400,000, or one-half of its circulation. 
As a result of this prompt action, the distrust of the notes 
soon began to disappear, and the bank was able to resume 
business. It continued to retire its notes, however, in- 
tending to reduce its circulation to a merely nominal 
amount. After a few weeks there was little demand for 
specie from the two city banks, but the notes of the interior 
banks were presented for redemption in San Francisco 
at the rate of about twenty thousand dollars a day beyond 


1 San Francisco Evening Bulletin, November 2, 1875. 


2 Homan gives, as of January 1, 1875, 45 State banks, with a capital of $17,- 
758,000; 51 private banks; and 3 foreign bank agencies or branches. Homan, 
1875, pp. 6-8. 

Comptroller’s Report gives, as of November 30, 1875, 122 State and private 
banks, loan and trust companies, with a capital of $22,533,565. Finance Report, 
1876, p. 234. 

Report of Examiner, cited above, gives total capital about $24,000,000. 
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the amount the redemption agents were able to pay out. 
The deranged condition of business and the stoppage of 
work in many of the mines had lessened the demand for 
currency, and the notes were sent in for redemption. 

The National Gold Bank and Trust Company had its 
business well under way again when it suffered from an- 
other run:on Saturday afternoon, October 30." It did 
not open for business the following Monday; and the direc- 
tors decided to put the bank in voluntary liquidation, 
and wind up its affairs as speedily as possible. This 
decision was not carried out, however; and it was later 
decided to reopen and make another trial. The bank 
paid all of its claims with 10 per cent. interest, and reop- 
ened after a few months. It had retired practically all 
its circulation, and opened with only forty thousand dol- 
lars of circulating notes. Other gold banks had begun to 
retire their circulation at the same time. In 1875 there 
was deposited with the United States Treasurer for the 
retirement of gold notes the total of $940,000 in gold. 
And between June 30, 1875, and June 30, 1876, the gold 
note circulation was reduced from $2,459,000 to $1,- 
408,000. 

By 1877 the speculative mining booms in the State had 
collapsed, and business had declined to a lower stage. 
Many of the weaker banks of the State were closed, many 
others reduced their capital, and all of the banks suffered 
from the slack business and general depression during the 
latter part of the decade. 

The business of the national gold banks never recovered 
thoroughly after 1875. Their deposits declined from over 
five million dollars to about two and a half million, their 
loans from over seven million to about four million. The 

1It is difficult to tell exactly what started this second run. Some of the 
brokers had withdrawn their business, and it developed later that the bank had 


made large loans to its own officers. Probably some report of this kind aroused 
the old distrust. San Francisco Bulletin, November 1, 1875. 
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average annual earnings of the two San Francisco gold 
banks for the five years following 1875 were only 6.3 per 
cent. of the capital and surplus, and the earnings of the 
other gold banks averaged about 11.3 per cent. during the 
same time. If we compare these ratios with those of 1874 
and 1875 (14 per cent. to 18 per cent.), and if we consider 
the fact that the ordinary interest rate in California at 
the time was from 9 to 12 per cent. or over, we shall see 
that the national gold banks were not doing a satisfactory 
business. The banks outside of San Francisco do not 
show the same decline in business as do the city banks, 
but they show the same retirement of circulation. The 
full number of banks was not reached until the October 
report of 1875, and these new banks were just establishing 
their business in 1876 and 1877. And their deposits 
were always low in comparison with their capital. 


IV. 


But the causes of the failure of the gold bank system 
lie deeper than the panic and the depression, which 
brought hard times to all the banks. The gold banks 
derived little profit from circulation, because they were 
permitted to issue only 80 per cent. of the par value of 
the bonds deposited, and then were required to keep a 
reserve of 25 per cent. against circulation outstanding, 
in addition to the regular reserve against deposits. The 
law of June 20, 1874, relieved the other national banks 
from keeping a reserve against circulation, requiring a 
5 per cent. redemption fund with the United States 
Treasurer in lieu of reserve; but this law did not apply 
to the gold banks. 

The 80 per cent. rule was no injustice to the gold banks, 
if we compare their profit on circulation with that of the 
national currency banks, making the same allowance for 
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reserves in both cases. Until 1874 the currency banks 
were required to keep the same reserve against circulation 
as against deposits, so the national banks in all redemp- 
tion cities were under the same rule as the gold banks. 
The profits on circulation in the two cases may be esti- 
mated as follows, assuming in both cases an interest rate 
of 10 per cent., which was about the prevailing rate in 
California. The difference in the two cases arises from 
the fact that United States bonds were worth about 115 
in greenbacks, while they were at par for gold, and that 
gold was worth about 115 in greenbacks : '— 


ProFiT ON CIRCULATION 


For National Currency Banks in Redemption Cities. 
$100,000 United States 5 per cent. bonds at 115 = $115,000, amount 
invested for circulation. 
90 per cent. of par value = $90,000, amount of notes issued. 
$90,000 — 25 per cent. reserve = $67,500, amount of notes available 
for loans. 
$67,500 @ 10 percent. interest brings income of . . . $6,750 
Interest on $100,000 United States bonds at 5 per cent., 
$5,000 in gold, equal in greenbacks to ..... 5,750 


Total income on investment for circulation . . . . . $12,500, which 
is 10.87 per cent. on the investment of $115,000. This means that the 
profit derived from the circulation was only 0.87 per cent. more than 
could have been earned by lending the capital directly at 10 per cent. 


For National Gold Banks. 
$100,000 United States 5 per cent. bonds at par for gold = $100,000, 
amount invested for circulation. 
80 per cent. of par value = $80,000, amount of notes issued. 
$80,000 — 25 per cent. reserve = $60,000, amount of notes available 


for loans. 
$60,000 @ 10 per cent. interest bringsincomeof .. . $6,000 
Interest on $100,000 United States bonds at 5percent.. 5,000 
Total income on investment for circulation . . . . $11,000, which 


is 11 per cent. on the investment of $100,000. This shows a profit on 


1] assume a value of 115 in these! calculations. The market value of both 
bonds and gold fluctuated widely. During the period 1869 to 1874 gold ranged 
between 107 and 123, and United States 5 per cent. bonds between 108 and 122. 
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circulation of 1 per cent. more than could have been earned by lending 
the capital directly.t 


Another comparison may be made in the ratio which 
the circulation issued bears to the amount invested for 
circulation. The currency banks issued $90,000 on an 
investment of $115,000, or 78.26 per cent.; while the gold 
banks issued $80,000 on an investment of $100,000, or 
80 per cent. Thus we see that the gold banks, tho issuing 
only 80 per cent. of the bonds deposited, really issued a 
larger proportion of the amount invested for circulation 
than did the national currency banks. And they could 
make a slightly larger profit on circulation, assuming the 
same interest rate in both cases,’ because of the discount 
on greenbacks and the premium on government bonds 
when purchased in greenbacks. 

This was true, however, only of the national currency 
banks situated in the redemption cities. A larger profit 
on circulation was possible for currency banks in country 
districts, because they were required to keep only 15 per 
cent. reserve.‘ It was the difference in the reserve re- 
quirements that made the circulation of the national cur- 
rency banks more profitable than that of the national gold 
banks on the same interest basis. After the law of 1874, 
releasing the reserves against circulation, the profit of the 
national currency bank on circulation was 2.43 per cent.; 
while the gold banks, still required to keep reserves, had 
only their 1 per cent. as before. 

The gold notes, moreover, were adapted only for local 
circulation, as there was no provision for redemption out- 
side of California. And, besides, experience had proved 

1 No allowance is made here for taxation of circulation, which would fall with 
approximate equality upon all banks alike. 

2See below, page 624, for the effect of a difference in interest rates. 

3**Redemption cities” before 1874; ‘‘reserve cities” since that time. 


‘Their profit, estimated as above, with a 10 per cent. interest rate, would be 
1.65 per cent. 
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that there was really no very great need for such notes, 
either in the East or in California. United States gold 
certificates supplied the means for making large payments, 
and coin could be conveniently used for smaller payments. 
And the hard-money ideas of the California people made 
paper money a dangerous liability for banks in that State. 

Aside from circulation the restrictions of the national 
system were perhaps an argument against it rather than 
for it at the time. The reserve requirement, as we have 
seen, was too much for the gold banks to live up to until 
they learned their lesson in the panic of 1875. After that 
time they carried large reserves. The other banks were 
not restricted, as were the national banks, in regard to 
their reserves, loans, and real estate holdings; and these 
things perhaps all told in favor of the existing banks and 
against their conversion into national banks. 

Attempts were made to remedy these evils and inequal- 
ities which worked against the success of the gold banks 
by so modifying the law as to enable them to increase 
their profits and to revive their declining business. A law 
of January 19, 1875, had removed the limit of one million 
dollars circulation permitted to any individual gold bank.’ 
In January, 1877, a bill passed the House authorizing the 
issue of gold notes to 90 per cent. of the par value of the 
bonds deposited, and substituting a 5 per cent. redemp- 
tion fund with the Assistant Treasurer at San Francisco 
for the 25 per cent. reserve against circulation This 
would have placed the gold banks legally on the same 
footing with the other national banks.’ It failed to pass 


1 Statutes at Large, 43 C., 2 S., Chap. 19. 


2 Congressional Record, 44 C., 2 S., p. 922. The bill was not considered in 
the Senate. 


3On a better footing, as a matter of fact, assuming the same interest rates. 
The profit on circulation estimated as above would have been larger for the gold 
banks than for the currency banks. But this would have placed them more 
nearly on an equality by tending to neutralize the difference in profit due to the 
diff ce in interest rates. 
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the Senate, however; and it never became a law, tho it 
was twice recommended by the Comptroller of the Cur- 
rency after this time. 

The discount on greenbacks was gradually disappearing 
as the time for the resumption of. specie payments ap- 
proached. The triumph of the resumptionists in Congress 
promised the country that the difference between the gold 
and the greenback standards would soon be eliminated 
from business calculations. This meant that the gold 
banks would then lose their only reason for existence. 
With the actual resumption of specie payments in 1879 
the gold banks were at a greater disadvantage than before. 
Their notes were now no better than greenbacks and cur- 
rency bank-notes; yet the banks must pay them in gold, 
and must keep a reserve of 25 per cent. against their cir- 
culation, and must keep their reserve in gold instead of 
in legal tenders. ‘Lawful money”’ in their case meant 
gold and silver coin, and this applied to reserves against 
deposits as well as to reserves against circulation. 

In 1879 one of the gold banks went into voluntary 
liquidation, in order to reorganize as an ordinary national 
bauk, there being no legal means for conversion without 
closing and reorganizing. The Comptroller recommended 
this year the passage of a law similar to the bill which 
had passed the House in 1877, mentioned above, and also 
a law permitting gold banks to become ordinary national 
banks without going into liquidation.’ The latter recom- 
mendation was embodied in an act of February 14, 1880, 
authorizing the conversion of gold banks under the same 
provisions prescribed for the conversion of State banks.’ 
The result was that all but three of the gold banks reor- 
ganized by the close of the year 1880. These three con- 
tinued as gold banks until 1882, and two of them until 


" 1 Finance Report, 1877, p. 155. 
2 Statutes at Large, 46 C., 2 8., Chap. 25. 
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1883. They were all finally converted into national banks. 
The gold notes were being gradually withdrawn during 
these years, and they have been slowly retired since the 
conversion of the last of the gold banks. 

The gold banks might have been successful in California 
if the law had been modified in 1874 as suggested then by 
the examiner, and as later attempted by the bill of 1877. 
It is possible that, if the redemption of the notes had been 
in the hands of the Assistant Treasurer of the United 
States when the panic of 1875 came on instead of in the 
hands of the banks themselves, the gold notes would not 
have been discredited, and the runs on the banks would 
not have occurred. If the gold banks had passed through 
this crisis successfully, and if they could have issued notes 
to 90 per cent. of the bonds deposited, and been relieved 
of the reserve requirement on circulation, the national 
system would have gained a much stronger hold upon the 
Pacific States than it ever did gain. 

But beyond all that has been said is another reason why 
the national banking system did not gain any greater 
strength in California. Interest rates were from 12 to 18 
per cent. for call loans and from 9 to 12 per cent. on time 
loans in San Francisco at the time, and in the newer settle- 
ments the rates were undoubtedly considerably higher. 
The national circulation is not so profitable where the 
prevailing interest rates are high as where they are lower, 
because of the loss of interest on the amount withheld 
from use in the reserve or redemption fund, and the margin 
on the bonds and the premium on bonds. If we estimate 
the profit on circulation in the same way in which the 
previous estimates are made, we shall find that the profit 
on a 10 per cent. interest basis is 2.43 per cent., while on a 
6 per cent. basis it is 3.46 percent. Gold banks on a 6 per 
cent. interest basis could have earned on their investment 
for circulation 8.6 per cent., or a profit on circulation of 2.6 
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per cent.; while on a 10 per cent. interest rate they could 
earn 11 per cent. on their investment, or a profit of only 
1 per cent. on circulation. Hence we could hardly expect 
the national circulation to be as successful in California 
as in the East, even if the conditions of issue could have 
been equalized. 

This fact of high prevailing interest rates, added to the 
firmly rooted prejudice of the California people against 
paper money, and the opposition of the superior powers 
of the private banks, and the restrictions of the national 
law, and the defects of the gold bank law itself,—all these 
are sufficient and abundant causes for the failure of the 
national gold bank system to make any important place 
for itself in California. 


The gold banks, along with the gold bank legislation, 
have almost passed into oblivion. They did not succeed 
in the East as the bankers of the foreign traders; they 
did not aid in the march towards the resumption of specie 
payments; they did not succeed in replacing the gold 
coin of California with national bank paper; and the 
adoption of the system was not extensive enough to affect 
materially the market for United States bonds. Prob- 
ably their only claim to attention at present is as an ex- 
ample of one of the experiments in banking and currency 
that were tried or discussed during the time of the green- 
backs and suspension. 

G. D. Hancock. 





Untversity oF WISCONSIN. 














COMPETITIVE AND MONOPOLISTIC PRICE- 
MAKING. 


SUMMARY. 


Reductions in prices made only to increase sales, 626.—Absolute 
and relative responsiveness of sales, 627.—Factors determining the 
absolute responsiveness of sales, 628.—Absolute and relative respon- 
siveness as differentiating competitive and monopolistic price-mak- 
ing, 630.—The law of increasing returns and price-making, 631. 
—Consumers’ leagues and limitation of monopoly prices, 632.—Re- 
sponsiveness of business, the law of increasing returns, and discrimi- 
nation, 633.—Detailed statement of the elements to be considered 
in price-making and mathematical expression of these elements, 634. 


In any study the simple normally precedes the complex. 
In approaching, therefore, the problem of price-making 
(or, if considering railroads, rate-fixing), it is desirable 
to begin with a single corporation, selling a single product 
or service at a given price. The managers may believe 
that this price does not afford the maximum profit. A 
change in the price is contemplated, and the problem is to 
determine how great, and in what direction, the change 
shall be. Let us further assume, to start with, that the 
contemplated change is a reduction. It then becomes 
necessary only to determine the limit of that reduction. 
Afterwards we can determine what principles should con- 
trol a contemplated addition to a price by considering the 
addition as a negative subtraction. 

Ordinarily, no reduction in the price will be made unless 
larger sales will result. Obviously, this is not true of 
monopoly prices alone, tho it has been rightly emphasized 
in studies of monopoly prices. What is true is that only 
a monopoly takes considerable account, in fixing its price, 
of a generally increased or decreased consumption of its 
output. This is because a generally increased consumption 
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means, for a monopoly, increased sales. For one of a group 
of competing corporations the crucial question is not 
whether there is an increase in the total sales of the article 
or service which it produces: it is interested, not in total 
sales, but in its own sales. These will increase much more 
rapidly if a lowering of price diverts towards it the busi- 
ness of competitors than they will because of any increase 
of total demand stimulated by such a reduction. Even if 
such a demand is stimulated, the resulting trade must be 
held against competitors. This seems to be the funda- 
mental distinction between monopoly and competitive 
price. In either case an important element entering into 
the problem of lowering (or raising) a price is the effect 
a proposed change will have on sales, the rapidity with 
which sales will respond in number and quantity to a 
change in price. To the monopolistic corporation the 
desire is that sales of the given article or service should 
increase in their total amount, since to it belongs the 
whole of the resulting increase, and since it has no com- 
petitors whose trade it can divert. This total increase 
or decrease of trade in response to price changes may be 
termed its absolute responsiveness. To one of a group 
of competing corporations there may be increase or de- 
crease of business without any change in general con- 
sumption. It is merely that the business of this corpora- 
tion increases or decreases with its price changes, relatively 
to that of rivals. This responsiveness of sales to the 
price changes of a non-monopolistic corporation may 
be differentiated as relative responsiveness. It is equally 
true, then, of competing and of monopolistic firms that 
no one of them will lower its price on any part of its prod- 
uct unless the reduction promises to result in larger sales, 
unless trade is adequately responsive. The difference is 
that in the one case absolute responsiveness and in the 
other case relative responsiveness is the determining factor. 
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increase when the price is lowered. Increased business 
‘involves increased expenses. Not only must the sales 
| increase sufficiently to compensate for the lowered price, 
they must also increase sufficiently to compensate for 
\the greater expenses of which they are themselves the 
Jeause. How large a part these expenses will play in price 
determination depends partly upon their amount relative 
to the business, partly upon the rapidity with which they 
increase with increasing business. In general, industry 
is carried on, up to a certain point, under the law of in- 
creasing returns. A certain equipment is necessarily 
maintained in about the same completeness despite fluc- 
tuations of trade. Part of the expenses, therefore, are 
relatively fixed; that is, they do not increase proportion- 
ately to increased sales. It is doubtful if there is any case 
where expenses bear continuously, through all fluctua- 
tions, the same proportion to the amount of sales. There 
are, however, variations in the extent to which expenses 
increase relatively to increasing business;' and, as limit- 
ing cases are sometimes instructive, it will be well to 
assume as our first hypothetical examples illustrating 
the relations of price, responsiveness of sales, and expense 
to each other,—cases in which the expense bears a definite 
proportion to the business : *— 


, tis not enough that the amount of product sold should 
} 


Expense Profit 
Price. Sales. per Sale. per Sale. Profit. 

15 100 8 7 700 
14 120 8 6 720 
13 150 8 5 750 
12 200 8 4 800 
1l 260 8 3 780 
10 330 8 2 660 

9 410 8 1 410 

8 500 8 0 0 


1 Marshall, Principles of Economics, third edition, pp. 422 and 423, Law of 
Supply Schedule. 

2 For similar tables see Ely, Monopolies and Trusts, p. 115; also Seligman, 
Principles of Economics, p. 257, and Seager, Introduction to the Study of Eco- 
nomics, p. 195. 




















te 











COMPETITIVE AND MONOPOLISTIC PRICE-MAKING 629 


Here we see that the price of highest return is 12, yield- 
ing a profit of 800. Given the same relations of prices to 
expense and the same relations of contemplated changes 
in price to each other, the price yielding the highest net 
return might vary widely in different countries, in the 
same country at different times, and in industries supply- 
ing different kinds of commodities. With the element 
of changing expense per unit of trade absent, the princi- 
pal factor in determining the price of largest return for a 
monopoly is the responsiveness of total demand to varia- 
tions of price.’ Certain articles because of their high 
prices are purchased only by the wealthier classes. A 
small lowering of the price of such an article might make 
comparatively little difference in the number of sales, 
while a further reduction might conceivably make possi- 
ble its sale to the middle classes in large quantities. A 
reduction from 15 to 14 might, that is, be attended by 
far less responsiveness in public demand than a reduction 
from 10 to 9.2 Further, the marginal utility of an article 
or service may diminish not continuously, but irregularly, 
so that, apart from the influence of social stratifica- 
tion, the same change or the same per cent. change of 
price from different points may be differently responded 
to in the resulting volume of sales. Purely psychologi- 
cal elements also enter into the problem. Managers of 
department stores have long since learned that a re- 
duction from $1 to 98 cents is responded to far more 
sharply in increased sales than the same or even greater 
reductions from most other points. Articles used by a 
single class, as surgeons’ instruments, and well within 


1C}. Marshall, Principles of E ics, third edition, pp. 533 and 534, The 
Monopoly Revenue Schedule; also Cournot, Recherches sur les Principes Mathé- 
matiques de la Théorie des Richesses, pp. 61 and 62, or translation by Nathaniel T. 
Bacon, pp. 56 and 57. 


2 C}. Cournot, p. 47; also pp. 54 and 55; or pp. 45, 50, and 51 of translation. 
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the means of that class, would show less responsiveness 
than articles whose use was, or could be made, more 
general. 

It now becomes possible to apprehend more clearly 
what is the only fundamental difference between com- 
petitive and monopolistic price-making. Both competing 
and monopolistic companies fix prices to get the largest 
net returns. With both, responsiveness of business to 
reductions in price is an important factor tending towards 
such reduction. The difference is that the monopolistic 
corporation is concerned only with absolute responsive- 
ness, with the absolute increase of public demand; while 
any one of a group of competing firms is primarily inter- 
ested in relative responsiveness, in the increase or decrease 
of its trade, by taking from or losing to its competitors. 
And the reason why competition is so effective in keeping 
down prices is simply that relative responsiveness is a 
great deal more marked than absolute responsiveness. 
Whereas a considerable lowering of price may make com- 
paratively little difference in the total sales of an article 
or a service, a very slight lowering of price by one com- 
peting firm as compared with another is almost certain 
to increase its sales markedly at the expense of that other. 
The comparison would be as follows :— 


MONOPOLISTIC CORPORATION. 


Expense Profit 
Price. Sales. per Sale. per Sale. Profits. 
15 100 8 7 700 


120 
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NON-MONOPOLISTIC CORPORATION. 


Expense Profit 


Price. Sales. per Sale, per Sale. Profits. 
15 0 8 7 0 
14 0 8 6 0 
13 0 8 5 0 
12 10 8 4 40 
11 50 8 3 150 
10 150 8 2 300 

9 500 8 1 500 
8 800 8 0 0 


It is clear that the principles of price-making are the 
same for both, but that the greater responsiveness of trade 
for any corporation to a lowering of price, when trade can 
be diverted from rivals as well as increased absolutely, 
serves to make the price lower. By the reverse action of 
this principle a small increase in price, which but slightly 
diminishes the sales of a monopoly, and may even increase 
its profits, will ruin a non-monopoly. 

So far we have assumed expenses to increase pari passu 
with increase of sales. The fact is, of course, that ex- 
penses almost never do increase in the same proportion 
as business. Up to a certain point, the point of maxi- 
mum efficiency, they increase less rapidly, beyond that 
point more rapidly, than business. Up to a certain point 
nearly all industries are thus operated under the law of 
increasing returns. In the case of many of the great in- 
dustries, such as transportation and the manufacture of 
finished steel products, this decrease of the relative ex- 
pense for each additional unit of business is often marked. 
This principle has been especially insisted on, and some 
of its consequences traced in studies of railroad transpor- 
tation.’ It will be noted that a relatively decreasing ex- 
pense account acts in the same way as sharp responsive- 
ness of trade in favor of reducing price. In other words, 


1See, especially, Hadley, Railroad Transportation, chap. iv. 
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a given amount of either element takes the place, to some 
extent, of the other. Hence a monopoly carried on under 
a law of sharply increasing returns (decreasing relative 
expense), and selling a product the demand for which 
increases rapidly with decreasing price, is not likely to be 
very oppressive. The following table illustrates :— 


Price. Soles. in 4 Profits. 
15 10 12 3 30 
14 50 10 4 200 
13 100 s 5 500 
12 150 b 6 900 
11 200 4 7 1,400 
10 400 3 7 2,800 

9 600 3 6 3,600 
8 700 4 4 2,800 


In this case the price will be fixed at 9. Contrast with 
it another case, where relative expenses decrease much 
less rapidly and sales are less responsive :— 


Expense Profits 


Price. Sales. per Sale. per Sale. Profits. 
15 100 12 3 300 
14 110 11 3 330 
13 120 10 3 360 
12 130 9 3 390 
1l 140 8 3 20 
10 150 7.8 2.2 330 

9 160 7.6 1.4 224 
8 170 7.4 " "os 102 


Here, because of the difference in the two circumstances 
referred to, the point of largest return is 11. 

Should it ever become possible to organize consumers’ 
leagues made up of persons determined to pay only fair 
prices, much might be done through the operation of the 
above-described principles in resisting the demands of 
monopoly. It would not be necessary that all or nearly 
all of a monopoly’s customers should curtail their con- 








i aa al 








COMPETITIVE AND MONOPOLISTIC PRICE-MAKING 633 


sumption. The number necessary to force compliance 
with demands by combining in agreement not to buy 
would vary inversely with the extent to which the indus- 
try was subject to a law of decreasing relative expenses 
with increased business (which means also increasing 
relative expenses with decreased business). A consider- 
able group of such persons with properly accredited offi- 
cers and a system of investigation could, if allowed free 
scope by the law, maintain most monopoly prices at a 
point somewhere near the competitive level. 

A feature of trade responsiveness is discrimination. The 
endeavor is made to get the increased business which 
results from lowering the price without lowering the price 
to all. The higgling of the market in the Orient is an 
example. The trader endeavors to exact a high price 
from those who will pay it, while charging a much lower 
price to those whose patronage cannot be otherwise 
secured. The reduction is not made to every one. It is 
made only when trade is responsive, and is determined 
largely by the degree of that responsiveness. In this 
country, in most retail transactions, discrimination of any 
serious kind among customers is likely to cause the firm 
which practises it to lose more than it gains. However, 
it is still practised in some larger fields, particularly in 
transportation. Where traffic is sharply responsive,— 
1.¢e., where it is relatively responsive because of compe- 
tition,—we see this discrimination in its extreme form. 
Special reductions are made in traffic to cities served by 
several competing roads; while cities situated on the line 
of any one of these, and not served by the others, receive 
less satisfactory terms. The reason is that traffic to the 
city served by several roads is sharply responsive, as re- 
gards any one of these roads, to slight variations of rates,— 
sharply responsive because relatively responsive; while 
the other is more nearly constant, depending less, as to 
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the traffic the road in question shall receive, on changes 
of rates.’ 

When there is discrimination in price, it will generally 
be found that the persons or districts favored do not pay 
less than cost. Those not favored, however, contribute 
more largely to profits. When a considerable part of the 
costs of. carrying on business are comparatively fixed, 
the proportion of these relatively fixed charges assessed 
on different customers (different sets of sales or parts of 
business) may vary. Each increment of business must 
bear its special additional cost; but the fixed charges, 
like the profits, may be contributed to more largely by 
some parts of the business than by others. Railroads 
have, when it seemed necessary, lowered their rates for 
certain large shippers, or between certain cities, or on 
certain commodities to such a point as to yield next to 
nothing above the special additional cost of carrying the 
traffic in question.2 The fixed charges, however, remain 
to be paid, and are assessed on other less responsive traffic. 

Summing up the results of the discussion thus far, we 
find that decrease in price depends directly on the rapid- 
ity with which sales will respond to the decrease by en- 
largement and on the slowness with which expenses increase 
with this enlargement of business (or the rapidity with 
which proportionate expense decreases). 

Suppose the problem now to present itself to a corpo- 
ration of lowering somewhat the price on its output. Let 
us endeavor to state, mathematically, the conditions to 
be investigated. In the first place let P be the price 
from which a change is to be made. Then AP will be 
the increment of reduction, and P—AP will be the 

1 For a further discussion of railroad rate discriminations as caused by condi- 
tions of responsiveness see article by the writer in the Yale Review, May, 1907, on 


**The Basis of Rate-making as Affected by Competition v. Combination of Rail- 
roads.” 


? Hadley, Railroad Transportation, pp. 116, 117. 
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new price.’ Similarly, S may represent the former num- 
ber of sales for a given period; AS may stand for the 
contemplated increase of sales during a period of similar 
length with lower price; and S + AS the total sales’ 
during this second period. The gross income (price mul- 
tiplied by sales) will then change from PS to (P — AP) 
(S + AS). The expenses per sale may decrease, remain 
stationary, or increase with increasing sales. The gross 
or total expenses are certain to increase. Let us there- 
fore represent the total expenses by EH, and the increase 
of total expenses accompanying AS. increase of sales by 
AE. With the reduction of price from P to P—AP 
expenses will increase from E to E+ AE. The net 
profits will change from PS — E to (P— AP) (S + AS) 
— (E+ AE). The reduction obviously will not be made 
unless the new net profits are greater than or as great 
as the old, unless 


(P — AP) (S + AS) — (E+ AE) = PS—E. 


And these reductions will continue as long as the left side 
of the expression is greater than the right, ceasing when 
the expression becomes an equation. 

There is another factor of considerable importance. If 
the decreased price and the increased number and amount 
of sales involve greater expense, then more capital must 
be used in running the business. This increment increase 
of capital will not be applied unless the net profits accru- 
ing on the increment business will yield per year the market 
rate of interest on the additional capital. It is not enough, 
therefore, that there should be an increment increase of 
profit. This increment increase of net profit must be 
equal to or greater than the market rate of interest on 
the increment increase of capital. Otherwise the addi- 


1 Cf. Cournot, Recherches sur les Principes Mathématiques de la Théorie des 
Richesses, pp. 57 and 58; translation, pp. 53 and 54. 





























636 


tional capital will be invested elsewhere. If C is the 
capital formerly used, AC the increment extension of 
investment, and 7 the market rate of interest for the 
period assumed, our expression becomes for an average 
year of that period :— 

(P — AP) (S + 4S) — (E+ SE) —idC = PS—BE. 
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There is, in addition, an element of risk, which has not 
been taken into account. When the entrepreneur, acting 
on his best judgment, determines to reduce a price, he is, 
nevertheless, not certain that sales will respond according 
to his hopes. He therefore will not make the reduction 
unless he believes the chances to be in favor of enough 
additional profit to compensate for this risk. If AR 
is his estimate of the importance or value of the risk, our 
expression becomes :— 

(P — AP) (S + AS) — (E + AE) — iAC — AR= PS—E. 


If the entrepreneur is of the gambling type,—i.e., if his 
coefficient of caution is negative, and the hope of gain 
appeals more strongly to him than the fear of loss,— 
risk may serve as an added inducement to the change. In 
that case AR becomes positive, and we have :— 


(P — AP) (S + AS) — (E+ AE) — iAC + AR = PS—E. 


If, now, we assume this equation to apply only during 
a limited period of time (as a period of one year), we have 
an expression for the results that will accrue during that 
period from a projected increment decrease (or decrement) 
in price. The actual numbers that must enter into the 
solution will be different for each kind of business, but the 
same equation fits all. The form of the expression is 
such that it fits equally well industries of increasing, de- 
creasing, or proportionate returns (industries of which 
the relative expenses decrease, increase, or ‘remain the 
same with increasing sales); that it fits equally well busi- 
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nesses whose sales are sharply responsive to variations in 
price and those whose trade varies little, even with con- 
siderable price changes. 

There is but one other factor in price determination 
which it is desired to introduce. It may sometimes hap- 
pen that to lower a price during a period of years will not 
of itself pay, that during this period the profits will be less 
than if the price had been maintained. Nevertheless, 
it is felt by the managers that ultimate profits will be 
greater because of the reduction. The reason may be, 
as in the case of a trade-marked article, that it becomes 
known to a larger number of people. It may happen that 
the corporation purposing to reduce a price is one of a 
group of competing firms, hoping, by means of the reduc- 
tion, to drive its rivals out of the field, and eventually, 
as a monopoly, secure higher prices than at first. Or 
the company planning reduction may be a railroad look- 
ing to the ultimate upbuilding and prosperity of the terri- 
tory it serves, to enable it to secure larger traffic and per- 
haps higher rates in the future.’ It may be that such 
a railroad company will hasten to reduce its rates, in order 
to discourage the building of competing roads, and thus 
will be able to prevent so great a permanent fall of rates 
as would otherwise be inevitable. The principle is, of 
course, the same, even if the reduction, instead of making 
possible, eventually, higher rates than before, merely 
forestalls still greater reductions. In any of these cases 
the proposed reduction is an investment in succeeding 
years at the expense of the present. Into the decision 
as to whether a proposed change shall be adopted enters, 
therefore, the rate of interest.2 The ultimate profits must 


1See Marshall, Principles of Economics, third edition, pp. 540 and 541. 


? Since this paper was written, an article has appeared in the Quarterly Journal 
of Economics, May, 1908, by Professor Alvin 8. Johnson, dealing especially with the 
relations of interest to monopoly price, and elaborating for monopolies the point above 
set forth. It isintended here, however, to give the principle a broader application, 
inclusive of competitive, as well as of monopolistic, price-making. 
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not only be greater than they would else be, they must 
not only exceed what they would be by as much as the 
price reduction lessens present profits, but they must 
compensate for the preceding loss with an equivalent 
future gain plus interest. In other words, the discounted 
value of the expected additional or increment income two, 
three, four, etc., years hence (assuming the previous 
period of price reduction to be a year), must equal or ex- 
ceed the loss during the preceding period.’ It is evident 
that the lower is the rate of interest, the more likely is 
the reduction to be made. A low rate of interest means 
that future gains and losses are discounted but little, 
are appreciated keenly. During a period of low interest 
rates, comparatively large present sacrifices will be made 
for comparatively small future gains.? 

With the period of reduction extending, as we have 
assumed, through a year, it would be necessary to deter- 
mine the mean point in the year of loss concentration, 
and similarly the points of gain concentration in succeed- 
ing years. Without going into these refinements, we may 
give an approximate statement of the equation. Letting 
AG, be the excess gain for the second year, AG, the excess 
for the third, ete., we have :— 


Map gaye AGe AGs 


Expressed in words, this means that the reduction will 
be made if the resulting profit, plus the discounted value 
of future excess gains, sufficiently exceeds the profit at 
the existing price. More accurately stated, it means that 
price reduction will take place and will continue as long 
as the resulting gross income, minus the resulting expense, 


1 See Fisher, Nature of Capital and Income, chap. xiii., on Value of Capital. 


2 The best development of this principle is to be found in The Rate of Interest 
by Professor Fisher, Macmillan, 1907. 
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minus the market rate of interest on the necessary incre- 
ment increase of capital, minus the increment of risk, 
plus the discounted value of the future excess gains, is 
greater than the gross income at the existing price, minus 
the existing expense." It may be pointed out that AG, 
is itself a function of future prices, future sales, and future 
expenses, and similarly with AG,. But it would seem 
needlessly complicated to restate the equation with the 
suggested substitutions. Should the problem contem- 
plate an increase in price, it is only necessary to change 
the sign of AP (giving P+ AP instead of P—AP in 
the original equation), and to consider AC, AR, AE, 
AG, AG, etc., as also changed in sign. A reduction 
may be considered as a negative increase, an increase as 
a negative reduction. 

In concluding, it may be well to emphasize the fact 
that price-making, whether monopolistic or competitive, 
is based on the same general principles, and that its con- 


ditions are expressible in the same formula. 


Harry G. Brown. 
Yate UNivERSITY. 


1 Transposing:— 


AG, AG; 
(P — AP) (8S + AS) — (E+ AE) = PS— E+idC + AR— 


a+) G+? 


AG, AG; 
ata a+, 
AG, AG; 
ato) at+y 
P 


PAS = SAP + AE +iAC + AR— 


as > SAP + AB +iAC + AR — 





Similarly:— 
SAP > PAS— AF—iac— ak +70. +4", 
_ (l+1%) © (+1)? 
PAS— AE—iAC— AR 4p A ro. 
(1+) © (1+) 
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THE MASSACHUSETTS ANTI-STOCK-WATERING 
LAW. 


One of the most significant and important acts of the 
Massachusetts legislature of 1908 is an amendment to the 
law affecting the conditions under which certain classes of 
public service corporations may issue increased shares of 
capital stock. The anti-stock-watering laws of Massachu- 
setts have successfully withstood the pressure of commer- 
cial expansion and industrial development for the past 
fifteen years. The test of declining values and hard times 
has been reserved until now. The legislature has finally 
yielded in part to the demands of the public service cor- 
porations of Massachusetts for greater elasticity in the 
issue of shares of increased capital stock. 

Since 1870 Massachusetts has attempted in three ways 
to regulate the issue of stock of public service corporations, 
and a fourth method has been adopted this year as to 
transportation companies. Before 1871 issues of increased 
capital were to be made at their par value. In 1871 rail- 
road corporations were required to offer all stock worth 
more than par at public auction; and this was soon ex- 
tended to street railway companies. In 1878 the law was 
re-established as it had stood before 1871, and no substan- 
tial change was made for fifteen years. It is significant 
that, under this law of 1878, stockholders’ subscriptions 
were limited by the terms of the statute to the par value 
of the stock. The only way in which the stock could be 
sold at a premium was by public sale. 

In 1893 a radical change was made. Instead of requiring 
increased capital, if offered for subscription of stockholders, 
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to be sold at par and at no other price, no increased capital 
could be issued, in excess of 4 per cent. of the existing 
capital stock, without first being offered to stockholders 
“at the market value thereof at the time of increase,” to 
be determined by the board of railroad commissioners 
after ‘taking into account previous sales of stock of the 
corporation and other pertinent conditions.” The directors 
were required to sell at public auction any shares not sub- 
scribed for, and in no case could stock be sold by subscrip- 
tion or by auction at less than par. At first this act applied 
only to transportation companies, but in 1904 it was ex- 
tended to include all classes of public service corpora- 
tions. 

The railroad commissioners evidently considered that the 
current quotation was the controlling condition in de- 
termining the market value of stock. At any rate, the 
board early adopted the policy of fixing a subscription price 
based on market quotations, somewhat lower; to be sure, 
than the current quotations of listed stock, but with only 
sufficient margin to make a sale of a substantial block of 
stock at the ruling quotations reasonably secure. This 
policy the railroad commission for fifteen years stead- 
fastly maintained. 

Since the enactment of the law of 1893 the steam roads 
have increased their capital three times by issues exceed- 
ing 4 per cent. of their existing capital. These increases 
were as follows: in 1899 by the Norwich & Worcester 
at 215; in 1901 by the Boston & Maine at 190; and in 
1906 by the Boston & Maine at 165. All of the above 
issues were fully subscribed by stockholders except the 
1906 issue of the Boston & Maine. The steam roads 
have also increased their capital fifteen times by issues of 
less than 4 per cent., the increased stock being sold at 
auction with large premiums. The street railways have 
applied 207 times for increases of capital, of which 153 
have been authorized at par, and 54 at a premium. 

Until recent years few complaints have been made by 
the corporations or by their stockholders. Handsome 
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premiums have been obtained from stockholders, the 
issues have been fully subscribed, and the “rights” have 
found a ready and a profitable market. But of late the 
popularity of this method of raising additional capital 
has ceased. Stockholders have subscribed to new stock 
only to find that a declining market has turned the privi- 
lege of subscription into an unprofitable investment. The 
last issues of stock of Massachusetts railroad corporations 
were only partly subscribed for, and it was realized that 
some change in the law must be effected before the experi- 
ment could successfully be tried again. 

The greatest possible pressure has been brought to bear 
on this year’s legislature to secure legislation which would 
shift the responsibility of fixing the terms of subscriptions 
for increased capital from the railroad commissioners to 
the corporation. All of the larger public service corpora- 
tions united in urging this change, and their efforts were 
supplemented by a favorable recommendation from the 
Commission on Commerce and Industry. In its original 
form the bill introduced for this purpose applied to all 
classes of public service corporations. In brief, it pro- 
posed to permit public service corporations to offer in- 
creased stock for subscription by stockholders at such price, 
not less than par, as might be determined by the directors. 
The only duty of the railroad commissioners was to deter- 
mine whether or not the amount of the proposed issue was 
reasonably necessary for the purposes for which the issue 
was authorized. 

As reported by the railroad committee and as enacted, 
the act is limited to transportation companies. The price 
at which the stock is to be issued is to be fixed by the stock- 
holders, and not by the directors of the corporation. And 
in addition to the power of determining the size of the 
issue necessary to accomplish the contemplated purposes, 
the board of railroad commissioners is given authority to 
“refuse to approve any particular issue of stock if, in the 
opinion of the board, the price fixed by the stockholders 
is so low as to be inconsistent with the public interest.” 
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The primary purpose of the Act of 1893 (with its ex- 
tension in 1904 to all public service corporations) was to 
protect the public against partial stock dividends in the 
form of the distribution of stock at par which would have 
sold at public sale at a premium largely in excess of par. 
It so happened that this change in the law was made at a 
time of great financial depression, when the general trend of 
values was toward higher levels. For more than ten years 
stockholders found that investments in increased stock 
at market quotations became profitable investments be- 
cause of the general appreciation in value of securities of 
all classes. The experience of Massachusetts public ser- 
vice corporations during the past three or four years, how- 
ever, has demonstrated an inherent weakness in this scheme 
of regulating the issue of increased capital. It will only be 
effective as a means of raising capital when it is least needed; 
that is, when the securities will sell themselves on the basis 
of their own intrinsic value. Whenever the co-operation 
of stockholders is really required in periods of financial 
depression, such co-operation can only be secured by offer- 
ing more substantial inducements than are afforded by 
subscriptions at a price approximating current quotations. 

All legislation regulating the issue of stock of public ser- 
vice corporations must recognize the primary necessity of 
affording to capital such return as is normal under conditions 
as they exist at the time of investment. These condi- 
tions change almost daily, and show extreme fluctuations 
every ten or fifteen years. Obviously, great elasticity is 
required under such circumstances in any attempt to define 
what shall be a fair return to the investor, while at the same 
time protecting the public against the undue capitalization 
of public service corporations. 

The experience of Massachusetts during the past thirty- 
eight years in dealing with the perplexing problem of how 
to regulate the issue of increased stock by public service 
corporations may be summarized by briefly reviewing in 
chronological order the four plans which have been actually 
adopted :— 
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1. No increased stock shall be issued except at par. 
This is unfair both to the corporation and to the public. 
It often deprives the former of a premium which the stock 
would bring at public sale, and as often effects a partial 
stock dividend which is contrary to the public interest. 

2. All increased stock shall be sold at auction. This is 
the generally accepted method of determining intrinsic 
value under any and all conditions. It certainly will pro- 
tect the public, but it is not always in the interest of the 
corporation or its stockholders. Traditionally and usually 
legally, stockholders are entitled to the first opportunity 
to secure the increased stock of their own corporation on 
terms at least as favorable as the investing public will offer. 
Under some circumstances it may be for their interest to 
accept less favorable terms, altho the recent experience of 
Massachusetts corporations does not indicate that this is 
generally appreciated. Finally, sales of large blocks of 
stock at auction may afford an opportunity to interests 
hostile to the corporation to secure a substantial voice in its 
affairs. 

3. Increased stock shall be offered to stockholders only 
at its actual market value. This will safeguard the public 
interest, but it will be an effective method of securing addi- 
tional capital in substantial amounts only under favorable 
financial conditions. In periods of depression, when the 
co-operation of stockholders is most needed, substantial 
concessions from the current market price must be made in 
order to insure the investment of new capital. 

4. Increased stock shall be offered for subscription at a 
price not less than par, to be determined by the stockholders 
subject to the approval of the railroad commissioners. 
This should be satisfactory to the stockholders and to the 
corporation. Unless controlled by their own good sense or 
by the supervision of the railroad commissioners, however, 
this plan, now on trial in Massachusetts, will offer the temp- 
tation to stockholders at periods of corporate prosperity 
to issue to themselves stock on substantially more favorable 
terms than conditions then existing require. Should this 
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practise become general, the public interest will require all 
issues of increased stock to be advertised and sold at public 
auction, and not otherwise. 

GROSVENOR CALKINS. 
Boston, Mass. 





PROFESSOR CARVER’S CONCEPT OF AN ECO- 
NOMIC QUANTITY. 


To one who has long been accustomed to follow with 
pleasure and confidence the careful footsteps of Professor 
Carver as he leads the way through difficult mazes of 
economic material or as he makes straighter the old and 
badly made paths, it comes with a distinct shock of sur- 
prise that in his article on The Concept of an Economic 
Quantity ‘ the customary leading is no longer vouchsafed. 

Professor Carver begins with a discussion of what he 
believes to be a fallacy in Walker’s contention that money 
is rather a denominator than a measure of value; that 
“a measure, a relation, a ratio, cannot be measured. You 
do not measure the relation of a mile to a furlong: you 
express it as 8:1. You use a common language for the 
two quantities. You take a common term or denominator 
for the two distances, and thus set them in immediate 
comparison with each other”; that money serves “merely 
to name the relation between the values of things rather 
than to measure their value.”” And Professor Carver thinks 
that “an examination of Walker’s argument will serve as 
a good introduction to the general question of the meaning 
and significance of an economic quantity.” 

A careful reading and rereading of the “examination” 
leaves me convinced that the fallacy is with Carver rather 
than with Walker. As I understand the Walker thesis, it 
is substantially as follows: The use of the phrase ‘measure 
of value” is misleading, since the word ‘‘ measure” is so com- 


1 Quarterly Journal of Economics, May, 1907. 
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monly used to describe quantitative reference to a fixed 
and, for practical purposes, absolute, known standard: 
whereas value, being a relation rather than a property, is 
subject to constant variation, and indeed depends upon the 
very comparison which is by error regarded as a measure- 
ment. I take a yardstick, representing a degree of exten- 
sion known to all men, and, applying it to the side of my 
barn, find that the barn is thirty-five yards long. I already 
had knowledge by perception of the length of the barn and 
of the yardstick. My measurement gave me the concep- 
tion of the mathematical ratio between the two lengths. 
I sell my horse for $100 in an open horse market with active 
bidding of competing buyers. I had no perception of his 
value: I had no perception of the value of a dollar. In 
making the sale, I did not compare the objective value of 
the horse with the objective value of a dollar: rather I 
established the objective value of both. I do not know 
what the horse was worth yesterday nor what he will be 
worth to-morrow. I do know that a dollar was worth 
more ten years ago than now, and suspect that it will be 
worth less five years hence than now. The difference 
between the two cases makes me object to the use of the 
same word, “measure,” to describe the two processes indi- 
cated in these illustrations. 

Professor Carver suggests that it is impossible even to 
name the ratio between two concrete material things 
“without first measuring them.’ I submit that in the 
ordinary case of measurement the ratio is in the relation, 
and is not preceded by it. In the case of my illustration, 
as I go alongside.the barn, yardstick in hand, you will hear 
me muttering, “1, 2, 3,” and so on up to “35.” And 
when I reach the 35, I have both done my measuring and 
named the ratio. 

Again, immediately after, Professor Carver says, “ Obvi- 
ously, one must first ascertain their respective quantities 
before he can state the relations between those quantities.” 
This is distinctly the case with value comparisons, not at 
all so with quantitative comparisons of measurement. 
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Hand me a stick or a string three feet long, and, without 
knowing its length by “first ascertaining” it, I can at 
once measure barn or fence, and, giving the ratio, give the 
measure. Hand me a United States coin containing 25.8 
grains of standard gold,—a dollar,—and ask me to measure 
with it the value of something seen and known for the first 
time, and I shall be quite at sea in any attempt at meas- 
uring the value of the one by the other. But, if you tell 
me that one thing exchanges regularly for one hundred of 
the other, I can at once name the value of either in terms 
of the other. 

The weakness of Professor Carver’s logic is most striking 
in the same paragraph when he attributes to Walker a 
probable confusion between “‘a mile” and ‘“‘a fence a mile 
long,’”’ and goes on to say that “if one were asked to name 
the ratio between the fences, he would first have to take 
some other concrete material thing,” and “find by actual 
tests the ratio between the fence and the unit of measure- 
ment in the matter of length.’”’ It would be hard to find 
elsewhere in Professor Carver’s work such careless thinking. 
Why must we take the case of material concrete things 
that are more or less firmly attached to the earth? Why 
not compare a long timber with a short timber? But even 
in the case of the fence it may be proper to suggest “‘in sober 
earnest’ that some fences are of wire, not too securely fixed, 
and that with reel, hammer, staples, and stretcher, we 
can, at some expense, apply the less directly to the greater, 
and find the ratio and hence the measure, provided we know 
the measure of either in terms of some standard unit. 
“Only after he had ascertained, by measurement, that one 
fence was a mile and the other a furlong in length, could 
he even express this ratio as 8:1.’’ This may be true for 
Professor Carver, but I protest against any such arbitrary 
limitation of my mental processes. I feel certain that, 
should I discover that one fence “went into the other” 
eight times, I could declare their length ratio to be 8:1, 
and that, too, without knowing whether either was a mile 
or a furlong in length. 
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But enough for Professor Carver’s introduction. We 
have criticised as yet less than two of his pages, and must 
hurry on to his more careful argument :— 

“That value is a quantitative concept is demonstrated 
by the fact that it takes such modifiers as ‘more’ or ‘less,’ 
and that the question, how much? when asked with respect 
to the value of a thing is intelligible,—quite as intelligible as 
when asked with respect to its length or its weight. More- 
over, the question, how much? when asked with respect to 
any property of any thing, can only be answered by means 
of a comparison.”” Perhaps, except that it may well be 
questioned (1) whether the answer to the first of these 
questions is as definitely intelligible as if asked regarding 
length or weight; and (2) whether there is not an important 
scientific distinction between the properties, length and 
weight, on the one hand, and value, on the other. For my- 
self, Ishould withhold the name “property” from “value,” 
giving it instead the name “relation,” since to use the word 
“property ”’ suggests to me the older economic idea of value 
as something intrinsic. 

As Professor Carver has already suggested that Walker 
confused the abstract mile with the concrete mile-long- 
fence, he is temporarily on guard against falling into the 
same confusion, with what a result! “To say, for example, 
that a certain reservoir contains a million gallons of water 
means simply that it contains as much water as would fill 
a certain receptacle with certain dimensions—a gallon 
measure—one million times. Of course, it is not necessary 
to dip the water out with a gallon measure [sic], but some 
actual comparison must be made. It would probably be 
done by measuring the three dimensions of the reservoir, 
and comparing their product with that of the three dimen- 
sions of a gallon measure.” 
me the contents in cubic feet, which would be quite as 
comprehensible to me. Professor Carver has not told us 
whether a cubic foot is more concrete than an abstract mile, 


But suppose you were to tell 


but I do not remember to have seen a container having 
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each dimension precisely one foot. Possibly, the manu- 
facturers somewhere are now engaged in converting abstract 
cubic feet into concrete ones. 

The fallacy, if I am right, reaches a climax in the follow- 
ing statement: “Similarly, there is absolutely no way of 
expressing the quantity of value, or power in exchange, in 
a thing except by means of a comparison, tho it is not 
necessary actually to go through the form of an exchange, any 
more than it is necessary actually to dip the water out of the 
reservoir with a gallon measure’’ (italics everywhere mine). 
It seems to me that no man knows or can know value— 
objective exchange value—except through exchange. If 
there have recently been exchanges, on a considerable scale, 
of physical commodities or services closely like the one that 
we have under consideration, we may safely conclude that 
the particular commodity or service will exchange at about 
the same ratio,—would have about the same value. It is 
only approximation, and it is only probability: whereas in 
the case of the reservoir, subject only to limitations of 
accuracy in the instruments by which we measure its 
dimensions, we know definitely and exactly what its con- 
tent is, without any thought whatever of actual dipping 
with gallon measure or cubic foot, abstract or concrete. 

I fully agree with Professor Carver in one-half of the 
sentence with which he begins the next paragraph: “ All 
this seems simple enough, and the reader may well be 
impatient.”’ My reasons for dissenting from the other half 
I have tried very briefly to indicate. To guard against 
similar impatience with this “note,’’ I shall pass at once 
to Carver’s application of his fundamental analysis of con- 
cepts to the two topics with which his article is chiefly 
concerned,—Clark’s concept of capital, and the supply and 
demand theory of the value of money. 

I cannot see that Carver’s analysis of the term “value”’ is 
essential to his discussion of the Capital Concept. With 
his general method and his general result in this part of 
his article I have no quarrel, tho meticulous criticism, such 
as I have offered above, and such as that with which he 
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has himself made us all familiar, might lead to modifica- 
tions of some of his non-essential statements. 

When, however, he passes to a consideration of the con- 
cept of an economic quantity as applied to the value of 
money, I cannot accept either method or result as valid. 
In the first place, in attempting to show why money is sut 
generis among commodities, he insists that, whereas other 
things get their value through serving some useful function, 
money serves its function because it has value. Histori- 
cally, it is unquestionably true that gold and silver were, 
more or less unconsciously, selected as money because, 
among other things that were valuable, they were for various 
reasons especially fitted to serve as a medium of exchange. 
I believe that here is a distinction and a difference, and that 
in it lies the explanation of Professor Carver’s fallacy. 
Gold and silver were not chosen because they had value, 
altho they would not have been chosen originally if 
they had not had value. We must seek the reason for 
selection in the “variation,’’—the differential. They were 
chosen because of certain physical properties that made 
them unusually good media of exchange. As this new use 
of the metals developed, the demand for the physical com- 
modity increased, and a new value, assuming equal stocks, 
was added to the old. If this view is correct, then Pro- 
fessor Carver’s own reasoning elsewhere in the article would 
require that we treat the supply of money not as a supply 
of value, but as a “physical supply.” 

It is a mistake to say that money-is used as a medium of 
exchange to-day because i (7.e., money, not metal) has 
value. Rather we should say that, of the total existing 
supply of gold, a certain part has its value because it serves 
a certain marginal human desire for ornament, a second 
part has its value because it serves a certain marginal 
human desire for certain technical industrial results, and a 
third part has its value because it serves a certain marginal 
human desire for a medium of exchange. Let us assume, 
without regard to the statistical guides, that there is an 
annual “flow”’ of 5,000,000 ounces of gold into ornamenta- 
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tion, of 10,000,000 ounces into industry, and of 100,000,000 
ounces into money. Each of these flows has a marginal 
utility that is entirely distinct, except as it is conditioned 
by the fact that the flow is there rather than somewhere 
else. The 5,000,000 ounces have a marginal utility z as 
a medium of ostentation; the 10,000,000 ounces have a 
marginal utility z as a medium of industry; and the 
100,000,000 ounces have a marginal utility z as a medium 
of exchange. The 5,000,000 ounces do not have their 
marginal utility because another 100,000,000 are used as 
a medium of exchange. No more do the 100,000,000 have 
their marginal utility because 5,000,000 are used as a 
medium of ostentation. The three flows have the same 
marginal utility because the physical thing, gold, can enter 
into one or the other of the flows; but, when the particular 
flow is given, the marginal utility is fixed by the conditions 
of the particular demand. 

Inasmuch as Professor Carver’s whole remaining argu- 
ment is informed by this fundamental idea, it is unneces- 
sary further to show why I cannot accept his conclusions. 
Just one more illustration, therefore, and I am done. 

Professor Carver says that we cannot, without absurdity, 
treat the utility of a piece of money as consisting of the 
utility of the things for which it will exchange. “To say 
that a piece of money is worth a barrel of flour because the 
final utility of the money to the marginal consumer is equal 
to the utility of the barrel of flour, and then to define the 
final utility of the money as consisting of the utility of that 
which it will purchase,—namely, the barrel of flour,—would 
be another crude case of reasoning in a circle.” Obviously, 
if people would only mean to say what Professor Carver 
says they mean. Were I to speak in terms of the above 
illustration, I should say, speaking for myself, that the 
marginal utility of the money stood to me as representative 
of the marginal utilities of other things than flour which 
I had reason to believe I could purchase with the piece of 
money. I usually try to keep these marginal utilities as 
even as possible. I should compare this generalized mar- 
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ginal utility with the marginal utility of the flour, and, 
if I found that the second stood higher than the first, I 
should be bound by economy to swap the piece of money 
for the barrel of flour, and the objective value of the two 
would then be named, for the time being, in terms depend- 
ing upon the weight ratio between the “piece of money” 
and the unit coin of the nation to which the swappers 
belonged. 

Grorce Ray WICKER. 
DarTMouTH COLLEGE. 
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91. 1.501. 

Borspon (D.). Associations, syndi- 
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ouvrier au début de la monarchie 





de Juillet. Paris: Cornély. 1908. 
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Grundlagen, recht]. Struktur. 
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[Prepared in the Munich Sta- 
tistical Bureau.] 

Gintuer (E.). Die Entléhnungs- 
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[One of the series of mono- 
graphs on wages methods in the 
German iron trade.] 

JEANNENEY (J.). Associations et 
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213. 3.50 m. 
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Entiérement refondue. Paris: 
Rousseau. 1908. 12.50 fr. 

Poutet (H.). Sociétés de secours 
mutuels. Législation et juris- 
prudence. Paris: Dupont. 
1908. 8vo. 4 fr. 


Rastaut (B. M.). The Labor His- 
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FRANKENBERG (H. von). Die Mei- 
sterpriifungen. Ann. des Deutsch. 
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Tatigkeit des Vermittlungsamtes 
des Kantons Basel-Stadt. 
Zeitschr. f. ges. Staatsw., Heft 2. 
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Marriott (J. A.R.). The “Right 
to Work.” Nineteenth Cent., 
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by a recent bill before Parlia- 
ment providing for government 
employment of the — loyed.} 

MarTet, (P.). Das _ Lehrlings- 
wesen in den Vereinigten Staaten. 
Zeitschr. f. Socialw., May. 
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prices. 
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Lewis (A. M.). Evolution, Social 
and Organic. Chicago: Charles 
H. Kerr & Co. 1908. pp. 186. 
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VANDERVELDE (E.). Der General- 
streik. Archiv f. Sozialw., May. 

[A discussion by the well-known 
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McConneE Lt (Primrose). The Diary 
of a Working Farmer: Being the 
True History of a Year’s Farm- 
ing in Essex. London: Cable 
Pub. Co. 1908. pp. 302. 2s. 
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Wells. Quarterly Rev., April. 


[A hostile criticism.] 
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agrario: 
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RACHFAHL (F.). 
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HumBert (G.). 
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Briére. 8vo. 165 fr. 
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8vo. 20 fr. 
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l’ imposta sul sale nella storia 
italiana ed estera. Turin: Fra- 


telli Bocca. 1908. 8vo. pp. 
205. 3.501. 

Bicuen (H.). Die Finanzen 
Japans. Essen: G. D. Bae- 
decker. 1908. pp. 222. 6m. 


CosTaBELL (O.). Die Finanzen von 
Sachsenmeiningen von 1831 bis 
zur Gegenwart. Jena: G. Fischer. 
1908. pp. 162. 3m. 

[In Conrad’s ee 
Ernavpr (L.). La  finanza - 
bauda all’ aprirsi del secolo 
XVIII e durante la guerra di 
successione spagnuola. Torino: 
Societa Tipografico-Editrice Na- 


zionale. 1908. pp. 455. 
[Iwo exhaustive historical 
studies.] 


Le entrate pubbliche dello 

stato Sabaudo nei bilanci e nei 

conti dei tesurieri durante la 
guerra di successione spagnuola. 

Torino: Fratelli Bocca. 1907. 

pp. 358. 

Studi di economia e fi- 
nanza. Torino: Societa Tipo- 
grafico-Editrice Nazionale. 1908. 
pp. 207. 

[Deals chiefly with financial 
topics.] 

Foucribre (L.). Notre budget. 

tudes critiques et plan de ré- 
organisation de notre systéme 
financier. Paris: Rousseau. 1908. 





8vo. pp. 198. 5 fr. 

Lewin (D.). Das Branntweinmon- 
opol in Russland. Tiibingen: H. 
Laupp. 1908. pp.214. 5m. 

[Published as supplement to 
the Zeitschr. f. esammte 
Staatsw., at a reduced rate for 
subscribers. } 

MitHavp (E.). L’imposition de la 





rente. Paris: Alcan. 1908. 
18mo. 3.50 fr. 

New York City (Bureau of Munic- 
ipal Research). New York City’s 

partment of Finance. Part I. 
Report on Present Methods, with 
Suggestions for Reorganization. 
New York City. 1908. pp. 254. 

PHELAN (R. V.). The Financial 
History of Wisconsin. Madison, 
Wis.: Bulletin of Univ. of Wis- 
consin. 1908. pp. 475. 50 cents. 

[A valuable comprehensive 
study.] 

Prato (G.). Il costo della guerra 
di successione spagnuola e le 
spese pubbliche in Piemonte del 
1700 al 1713. Torino: Fratelli 
Bocca. 1907. pp. 410. 

[An exhaustive historical in- 
vestigation. ] 

Trvaron!i (J.). Compendio di sci- 
enza delle finanze. Bari: G 
Laterza e figli. 1908. 
pp. 278. 

TURNER (Stanley H.). The Histo 
of Local Taxation in Scotland. 
Edinburgh: W. Blackwood. 
1908. pp. 320. 5s. 

UNSIGNED. Finances et compta- 
bilités communales. Paris: La- 
rousse. 8vo. 4.50 fr. 

[For use of municipal officials.] 


16mo. 


In Periodicals. 


Bray (R. A.). The Equalization of 
Rates in London. con. Journ., 
June. [Four boroughs, having 
the highest and lowest rates, are 
considered, and a scheme is pro- 
posed for equalization through 
common funds for certain pur- 


poses. ] 
Conn (G.). | Charakterziige des 
amerikanischen Steuerwesens. 
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Jahrb. f. Gesetzg., Heft 2. [A 
survey of recent literature and 
reform movements, ably done, 
but containing nothing new for 
Americans. ] 

Geisser (A.). Le prime applica- 
zioni dell’ imposta sulle aree fab- 
bricabili in Italia (Torino, Milano, 
Roma). Riforma Soc., 
March-April. 

GRIFFITH-BoscAWEN (A.). His 
Majesty’s Ministers and the Doc- 
trines of Henry George. Nat. 
Rev., May. [Endeavors to show 
that the liberal party in England 
has practically adopted George’s 
theories.] 

Griziorri (B.). Sugli effetti della 
conversione della rendita. Giorn. 
degli Econ., May. 

Heyser (E.). Die Naturalleist- 
ungen der stiidtischen Grundbe- 
sitzer. Fin. Archiv, 25, 1. 

Horrmann (N.). Zur Reichs- 
finanzreform. Ann. des Deutsch. 
Reichs., 1908, 5. 

Jizz (G.). Des effets de |’expira- 
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tion de l’année budgétaire. Rev. 
de sci. et de lég. fin., 6, 1. 

Joy (L.de). La situation vraie des 
finances communales. [Portrays 
growing extravagance of French 
municipalities.] 

Lyons (F. O.). A Plea for Reform 
in the Assessment of Railways. 
Econ. Journ., June. [Maintains 
that the British railways are 
over-assessed for local rates.] 

Meyer (R.). Das Wesen des Ur- 
kundenstempels. Fin. Archiv, 
25, 1. [Holds that the tax 
should be viewed as a form of 
business taxation.] 

Money (L. G. Chiozza). Mr. Lloyd- 
George’s Opportunity—and Re- 
sponsibility. Albany Rev., May. 
[An argument in favor of a grad- 
uated income tax.] 

Scuanz (G.). Ein Wort zur Schuld- 
enwirthschaft der deutschen 
Reichs. Fin. Archiv, 25, 1. 

Soporrsxy (G.). Das staatliche 
Brantweinmonopol in Russland. 
Fin. Archiv, 25, 1 


X. CAPITAL AND ITS ORGANIZATION: COMBINATIONS. 


Bureau or CorPoRATIONS. Report 
on Cotton Exchanges (Part [.). 
Washington. 1908. pp. 369. 

[This part deals with the char- 
acter of future contracts and 
methods of establishing grades.] 

Grsson (A. H.). The Fall in Con- 
sols and Other Investments since 
1907. An Investigation into the 
Causes which brought about the 
Rise in Investment Capital 
Values from 1875-97 and the Fall 
since. London: Simpkin. 1908. 
pp. 100. 5s. 

LescureE (J.). Le marché a terme 
de bourse en Allemagne. Titre 
IV. de la loi du 22 Juin 1898. 
Paris: Larose et Tenin. 1908. 
pp. 260. 7 fr. 

[Concludes that the restrictive 
law of 1896 should be modified.] 

Pienske (W.). Das Elektrizitits- 
recht und das Reichselektro- 
monopol. Eine national-oek. 
Studie. 


Berlin: Puttkammer & 





Mihlbrecht. 199. 
4m. 


Rapparp (W. E.). 


1908. pp. 


Les corpora- 


tions d’affaires au Massachu- 
setts: étude d’histoire écono- 
mique et de législation com- 
parée. Paris: Giard et Briére. 
1908. pp. 278. 


[A study of the development 
of legislation in this State re- 
garding mercantile corporations, 
undertaken by the author at 
Harvard University, and pre- 
sented as a thesis at the Uni- 
versity of Geneva.] 


In Periodicals. 


Emery (H.C.). Ten Years’ Reg- 
ulation of the Stock Exchange 
in Germany. Yale Rev., May. 
[An account of the Act of 1896 
and of its failure to attain the 
desired objects; with brief sketch 
of the Act of 1908.]} 














Heman (H.). Antikartelle. Ar- 
chiv f. Sozialw., May. 

LAGARDELLE (H.). Die Syndi- 
kalistische Bewegung in Frank- 
reich. II. Die gegenwirtige 
Lage des Syndikalismus. Archiv 
A Sonialw.- May. 

Mosgty (A.). ompany-monger- 
ing. Nat. Rev., April. [Sharply 
criticises methods which the 
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writer declares prevalent in 
British corporative finance.] 

ZARTMANN (L. W.). Mistakes in 
State Regulation of Life Insur- 
ance. Yale Rev., May. [State 
laws have attempted too much. 
Real publicity and proper re- 
sponsibilit suffice; to attain 
which national regulation is ad- 
vocated.] 


XI. ECONOMIC HISTORY. 


Bovatsk (C.). Essais sur Je régime 
des castes. Paris: Félix Alcan 
. 1908. pp. 279. 
5 fr. 

[Treats of origin and effect of 
the caste system. 

Cuappock (R. E.). Ohio before 
1850. New York: Columbia 
Univ. Press. 1908. pp. 155. 
$1.50. 

[A study of the early influence 
of Pennsylvania and Southern 
immigrants in Ohio.] 

CunNINGHAM (W.). The Growth 
of English Industry and Com- 
merce in Modern Times. Fourth 
edition. Volume II., Parts I. and 
II. Cambridge, Eng.: Univer- 
sity Press. 1907. pp. 608. $3. 

FRANKFURT HANDELSKAMMER. Ge- 
schichte der Handelskammer zu 
Frankfurt a. M., 1707-1908. 
Beitrige zur Frankfurter Han- 
delsgeschichte. Frankfurt: J. 
Baer. 1908. pp. 1,385. 15m. 

[This elaborate volume, by va- 
rious hands, contains valuable 
material on economic history, 
there being chapters on banks 
and exchanges, manufactures, 
and many other phases of the 
city’s development] 

GamierR (Russell M.). Annals of 
the British Peasantry. London: 
Sonnenschein. 1908. pp. 476. 
10s. 6d. 

Haze.tine (H.D.). Die Geschichte 
des _englischen Pfandrechts. 
Breslau: M. & H. Marcus. 
1907. pp. 372. 

MULLNER (A.). Geschichte des 
Eisens in Inner-Oesterreich von 


der Urzeit bis zum Anfange des 
XIX Jahrhunderts. Mit Beriicks. 
der dkonomischen,  sozialen, 
handelspolitischen Verhaltnisse. 
1 Lieferung. Vienna: Halm & 
Goldmann. 1908. pp. 144. 5m. 

[An elaborate work, to appear 
in parts.] 

VinocraporrF (P.). English Society 
in the Eleventh Century. Ox- 
ford, Eng.: Clarendon Press. 
1908. 16s. 

[The first part of this masterly 
survey deals with military organi- 
zation, jurisdiction, and taxa- 
tion; the second with land ten- 
ure, rural organization, and social 
classes.] 


In Periodicals. 


Breer (G. L.). The Early English 
Colonial Movement. II. The 
Economic History of Coloniza- 
tion. Pol. Sci. Quart., June. 
[Conclusion of this valuable paper: 
the impelling forces in the 
movement were desire to secure 
new sources of supply and 
broader markets.] 

Davis (H. W. C.). The English 
Borough. Quarterly Rev., Jan. 

Puiuurps (Maberly). Sidelights on 
Banking History. Journal of the 
Institute of Bankers, April. [An 
interesting paper on English 
banking history.] 

Pinon (R.). Les commencements 
de la grande industrie moderne 
en Angleterre. Rev. Econ. In- 
tern., May. [Review of the recent 
volume by P. Mantoux.] 
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Scurétrer (F. von). Das eng- 
lische Miinzwesen im 16. Jahr- 
— Jahrb. f. Gesetzg., Heft 


ann (J. A.). From the Old 
Rural System to the New. 
Fortn. Rev,, April. [An ex- 
tended review Mot Dr. Gilbert 
Slater’s “The English Peasan- 
try and the Enclosure of Com- 
mon Fields.”” London: A. Con- 
stable.] 


Tipper (Henry). Banking in An- 
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cient and Medieval Societies. 
Journal of the Institute of Bank- 
ers, May. [Touches, in a general 
way, upon the methods used in 
Egypt, Babylon, Greece, and 
Rome. 

Wriers-Knupsen (A. K.). Le coiit 
de la vie & Paris depuis cinquante 
ans. Rev. Econ. Intern., April. 

Youneman (Anna). The Fortune 
of John Jacob Astor. I. The 
Fur Trade and Foreign Shipping. 
Journ. Polit. Econ., June. 


XII. DESCRIPTION OF INDUSTRIES AND RESOURCES. 


Bassieux (F.). L’industrie de la 


ussure en France. Paris: 
Larose et Tenin. 1908. 8vo. 
5 fr. 

Buron (E.). Les richesses du Can- 
ada. Deuxiéme édition, revue. 
Paris: Guilmoto. 1908. 8vo. 
7.50 fr. 

CuierGet (P.). La Suisse au XX°* 
siéele. Etude économique et 
sociale. Paris: Colin. 1908. 
18mo. 3.50 fr. 


ComMISSION CENTRALE DE STarTIs- 
TIQUE DE BELGIUM. é de 
la situation du royaume de 1876 
& 1900. Tome I. Bruxelles: 
Becquart-Arien. 1907. pp. 604. 

[The first volume of a note- 
worthy survey of the condition 
of Belgium.] 

Duttuey (F.0.). Die niederrhein- 
ische Baumwollenindustrie. I. 
Geschichte. Jena: G. Fischer. 
1908. pp. 63. 1.60 m. 

Gorrart (F.). Le Congo, physique, 
politique, et économique. e- 
vue et mise A jour. Paris: 
Riviére. 1908. pp. 500. 7.50 fr. 

Kriscue (E.). Die Verwertung 
des Kalis in Industrie und Volks- 


— Halle: W. Knapp. 
m. 
Metin (A.)., La Colombie Brit- 


tanique. Etude sur la colonisa- 


tion au Canada. Paris: Colin. 
1908. S8vo. 12 fr. 
Tsompson (A. Beeby). The Oil 
Fields of Russia. 2d edition, re- 
vised. London: Lockwood. 1908. 
pp. 436. 21s. 
TRENTINI (F.). 
Méxique. 
Chevillet. 
25 fr. 
Zickert (H.). Die wirtsch. Be- 
deutung der béhmischen Braun- 
kohlen im Vergleiche mit benach- 
barten Kohlen-Industrien des In- 
und Auslandes. Teplitz: A. 
Becker. 1908. pp. 299. 10m. 


La prospérité du 
Paris: Boyeau & 
1908. 4to. pp. 420. 


In Periodicals. 


Gurer. Zur gegenwirtigen Lage 
der amerikanischen Hisenindus- 
trie. Jahrb. f. Nat. Oek., May. 
[Emphasizes the analogy between 
1904 and 1908 in the American 
iron and steel market.] 

Mtrre~mMann (L.). La situation 
nouvelle du marché européen du 
pétrole. Rev. con. Intern., 
April. [Studies the extending 
power of the Standard Oil Com- 
pany.] 

UnsiGNEep. The Pastoral Industry 
of the United Kingdom. Edin- 
burgh Rev., April. [Descriptive 
and statistical. 

















XIII. 
Prato (G.). Rassegne statistiche 
ed economiche. Turin. 1908. 
pp. 313. 41. 


[Vol. 3 of the studies of the 
economic laboratory of the Uni- 
versity of Turin.] 


In Periodicals. 
Micuets (R.). Demographisch- 
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STATISTICAL THEORY AND PRACTICE. 


statistische Studien zur Entwick- 
lungsgeschichte Italiens. Jahrb. 
&. etzg., Heft 2. 
ZIMMERMANN (F. W. R.). Die 
deutsche Handelsstatistik in ihre 
eschichtlichen Entwickelung und 
ihrem derzeitigen Stand. Jahrb. 
f. Nat. Oek., April. [Concluding 
article.] 


XIV. NOT CLASSIFIED. 


Buss (W. D. P., editor). The 
New Enc —- of Social Re- 
form. New York: Funk & Wag- 
nalls. 1908. pp. 1,321. $7.50. 

[Virtually a new work, al- 
though in om of revision of an 
old one. A useful popular work 
of reference.] 

Fastrey (A.). Ce que l’armée peut 
étre pour la nation. Bruxelles: 
Mischet Thron. 1907. pp. 294. 

ublications of the Institut 
Solvay. Treats, among other 
things, of the economic aspects 
of war. 

Guaser (F.). Wirtschaftspolitische 
Annaien. Stuttgart: J. G. Cotta. 
1908. =. 8 m. 

[Ein endarium der Wirt- 
schafts-, Sozial-, u. Finanzpolitik 
der Kulturstaaten, ihrer Kolonien 
u. Dependenzen fiir das Jahr 
1907.] 

Haute (E. von). Die Weltwirt- 
schaft: Ein Jahr- u. Lesebuch. 
II. Jahrgang 1907; III. Teil. Das 
Ausland. ipzig: B. G. Teub- 
ner. 1907. pp. 288. 5m. 

Harrison (Frederic). National 
and Social Problems. New York: 
Macmillan. 1908. pp. 450. 
$1.75. 

[Part III. deals with “social 


problems,” chiefly the labor 
problem and socialism. 
Kipp (Dudley). Kafir Socialism 


and the Dawn of Individualism: 
An Introduction to the Study of 





the Native Problem. London: 
Black. 1908. pp. 300. 7s. 6d. 
LowE tt (A. Lawrence). The Gov- 


ernment of England. New York: 
Macmillan Co. 1908. 2 vols. 
pp. 570, 563. $4.00. 

[This important work, by Pro- 
fessor Lowell, of Harvard, while 
primarily on governmental struct- 
ure, contains material of value 
for economists, ¢e.g., on finan- 
cial legislation in the Commons, 
and on municipal trading.] 


Minton (Francis). The Evil of the 
Millionaires. London: Sonnen- 
schein. 1908. pp. 220. 3s. 6d. 

Roperty (E. de). Sociologie de 
action. Paris: Alcan. 1908. 
8vo. 7.50 fr. 

Saaw (A.). The Outlook for the 


Average Man. New York: Henry 
Malkan. 1908. pp. 240. $1.25. 

Watuine (W. E.). Russia’s Mes- 
sage. New York: Doubleday, 
Page & Co. 1908. pp. 476. 
3 


[A socialistic interpretation of 
popular movements in Russia.] 


In Periodicals. 
Lascu (R.). Die Arbeitsweise der 
Naturvélker. Zeitschr. f. So- 
cialw., May. 


SpuTeMann (K.). Die private und 
die dffentliche Stadterweiterung. 
Jahrb. f. Gesetzg., Heft 2. 
















APPENDIX. 


THE CURRENCY LEGISLATION OF 1908. 


When the Sixtieth Congress met in December, 1907, with the 
country still in the throes of a serious financial panic, it could be 
easily foreseen that a large part of the session would be devoted 
to the discussion of panic preventives and panic cures. Scarcely 
a senator or representative presented himself in Washington with- 
out some measure of “currency reform” framed to forestall the 
recurrence of such distress. Several bills were offered providing 
for the establishment of a central bank (Senate No. 547, House No. 
13,845) ; others contemplated the issue of a special currency by the 
government treasury (House Nos. 12,683, 6178, 14,403, 187, 3886, 
3876, 7607, and 9151); others legalized the creation of certificates 
and currency by clearing-house associations (Senate No. 108, 
House No. 10,588); while a great variety of bills provided for the 
issue of an emergency currency by individual banks, upon the 
pledge of various collateral, the establishment of special reserves, 
or the payment of special taxes. Most radical and far-reaching 
of all was the bill (House No. 12,677), emanating from the com- 
mittee on Banking and Currency in the House, commonly known 
as the Fowler Bill, which included such unrelated proposals as the 
unification of national banks in groups for mutual supervision, the 
replacement of the present bond-secured currency by notes based 
on general bank credit, the establishmént of a compulsory guar- 
antee fund for the mutual insurance of both notes and deposits, 
the ultimate retirement of the greenbacks, and the endowment of 
national banks with trust company functions. This drastic and 
comprehensive measure received support from a considerable num- 
ber of commercial organizations, but found few adherents among 
the law-makers. 

The discussion in Congress was ultimately focussed upon the 
respective merits of the so-called Aldrich Bill, sponsored by the 
Senate Committee on Finance (Senate No. 3023), which, after much 
emendation, was adopted by the Senate on March 27, 1908, and 
the so-called Vreeland Bill (House No. 21871), which, after consid- 
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erable modification in its turn, was adopted by the House on 
May 12, 1908. These two bills were of like intention. They con- 
templated no reorganization of the banking system, and did not 
attempt to provide an elastic currency available for crop moving 
and responsive to seasonal changes in demand. Their object was 
to allay or prevent an unreasoning panic, with the attendant cir- 
cumstances of hoarding and bank runs, by making possible tem- 
porary additions to the currency in moments of critical emergency 
upon payment of a heavy and increasing tax. Stripped of irrele- 
vant amendments, the two bills differed essentially only in the 
kind of security to be exacted and in the method of issue. The 
Aldrich Bill required the deposit of bonds, either of the federal 
government or of certain cities, towns, and counties, as a basis for 
such an emergency issue, and it allowed these issues to be made 
by individual banks. The Vreeland Bill permitted as a basis for 
additional circulation, “any securities, including commercial paper,” 
but required that such collateral should be approved and guaran- 
teed by associations of banks numbering at least ten members, and 
with an aggregate capital and surplus of at least five millions of 
dollars. Obviously, if so wide a range of collateral were to be al- 
lowed, it was necessary that it be passed upon by some other body 
than the federal treasury, and the issue of notes through bank asso- 
ciations was therefore involved in the use of commercial paper 
as collateral. 

After prolonged debate the main features of the two bills were 
amalgamated in a compromise which became law on May 30, 1908, 
the text of which follows. This act, it will be seen, provides for 
the issue of additional notes by individual banks upon the de- 
posit of other than government bonds, and through associations 
upon the pledge of commercial paper, such issues to be taxed at the 
rate of 5 per cent. for the first month, with an additional tax of 
1 per cent. for each later month until 10 per cent. is reached. 
The act further provides for the payment of interest upon govern- 
ment deposits with the banks, at not less than 1 per cent. per year, 
and at the same time, exempts the banks from the usual reserve 
requirements in the case of such deposits. The act also creates a 
“National Monetary Commission,” comprising eighteen members 
divided equally between the Senate and the House, to recommend 
further changes in the currency laws of the country during the six- 
year period in which the act is operative. 

A. P. ANDREW. 
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THE CURRENCY ACT OF 1908. 
(APPROVED May 30, 1908.) 


An Act to amend the National Banking Laws. 


Be it enacted by the Senate and House oj Representatives oj the United 
States of America in Congress assembled, That national banking asso- 
ciations, each having an unimpaired capital and a surplus of not less 
than twenty per centum, not less than ten in number, having an aggre- 
gate capital and surplus of at least five millions of dollars, may form 
voluntary associations to be designated as national currency associa- 
tions. The banks uniting to form such association shall, by their 
presidents or vice-presidents, acting under authority from the board 
of directors, make and file with the Secretary of the Treasury a cer- 
tificate setting forth the names of the banks composing the association, 
the principal place of business of the association, and the name of the 
association, which name shall be subject to the approval of the Secre- 
tary of the Treasury. Upon the filing of such certificate the associated 
banks therein named shall become a body corporate, and by the name 
so designated and approved may sue and be sued and exercise the 
powers of a body corporate for the purposes hereinafter mentioned: 
Provided, That not more than one such national currency association 
shall be formed in any city: Provided further, That the several mem- 
bers of such national currency association shall be taken, as nearly as 
conveniently may be, from 4 territory composed of a State or part of 
a State, or contiguous parts of one or more States: And provided fur- 
ther, That any national bank in such city or territory, having the 
qualifications herein prescribed for membership in such national cur- 
rency association, shall, upon its application to and upon the approval 
of the Secretary of the Treasury, be admitted to membership in a 
national currency association for that city or territory, and upon such 
admission shall be deemed and held a part of the body corporate, and 
as such entitled to all the rights and privileges and subject to all the 
liabilities of an original member: And provided further, That each 
national currency association shall be composed exclusively of banks 
not members of any other national currency association. 

The dissolution, voluntary or otherwise, of any bank in such asso- 
ciation shall not affect the corporate existence of the association 
unless there shall then remain less than the minimum number of ten 
banks: Provided, however, That the reduction of the number of said 
banks below the minimum of ten shall not affect the existence of the 
corporation with respect to the assertion of all rights in favor of or 
against such association. The affairs of the association shall be man- 
aged by a board consisting of one representative from each bank. 
By-laws for the government of the association shall be made by the 
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board, subject to the approval of the Secretary of the Treasury. A 
president, vice-president, secretary, treasurer, and an executive com- 
mittee of not less than five members, shall be elected by the board. 
The powers of such board, except in the election of officers and mak- 
ing of by-laws, may be exercised through its executive committee. 

The national currency association herein provided for shall have and 
exercise any and all powers necessary to carry out the purposes of 
this section, namely, to render available, under the direction and con- 
trol of the Secretary of the Treasury, as a basis for additional circula- 
tion, any securities, including commercial paper, held by a national 
banking association. For the purpose of obtaining such additional 
circulation, any bank belonging to any national currency association, 
having circulating notes outstanding secured by the deposit of bonds 
of the United States to an amount not less than forty per centum of 
its capital stock, and which has its capital unimpaired and a surplus of 
not less than twenty per centum, may deposit with and transfer to the 
association, in trust for the United States, for the purpose hereinafter 
provided, such of the securities above mentioned as may be satisfactory 
to the board of the association. The officers of the association may 
thereupon, in behalf of such bank, make application to the Comptroller 
of the Currency for an issue of additional circulating notes to an amount 
not exceeding seventy-five per centum of the cash value of the securities 
or commercial paper so deposited. The Comptroller of the Currency 
shall immediately transmit such application to the Secretary of the 
Treasury, with such recommendation as he thinks proper, and if, in the 
judgment of the Secretary of the Treasury, business conditions in the 
locality demand additional circulation, and if he be satisfied with the 
character and value of the securities proposed and that a lien in favor 
of the United States on the securities so deposited and on the assets of 
the banks composing the association will be amply sufficient for the 
protection of the United States, he may direct an issue of additional 
circulating notes to the association, on behalf of such bank, to an amount 
in his discretion, not, however, exceeding seventy-five per centum of 
the cash value of the securities so deposited: Previded, That upon the 
deposit of any of the State, city, town, county, or other municipal 
bonds, of a character described in section three of this Act, circulat- 
ing notes may be issued to the extent of not exceeding ninety per 
centum of the market value of such bonds so deposited: And provided 
jurther, That no national banking association shall be authorized in 
any event to issue circulating notes based on commercial paper in 
excess of thirty per centum of its unimpaired capital and surplus. 
The term “commercial paper’ shall be held to include only notes 
representing actual commercial transactions, which when accepted by 
the association shall bear the names of at least two responsible parties 
and have not exceeding four months to run. 

The banks and the assets of all banks belonging to the association 
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shall be jointly and severally liable to the United States for the re- 
demption of such additional circulation; and to secure such liability 
the lien created by section fifty-two hundred and thirty of the Revised 
Statutes shall extend to and cover the assets of all banks belonging to 
the association, and to the securities deposited by the banks with the 
association pursuant to the provisions of this Act; but as between the 
several banks composing such association each bank shall be liable 
only in the proportion that its capital and surplus bears to the aggre- 
gate capital and surplus of all such banks. The association may, at 
any time, require of any of its constituent banks a deposit of addi- 
tional securities or commercial paper, or an exchange of the securities 
already on deposit, to secure such additional circulation; and in case 
of the failure of such bank to make such deposit or exchange the 
association may, after ten days’ notice to the bank, sell the securities 
and paper already in its hands at public sale, and deposit the proceeds 
with the Treasurer of the United States as a fund for the redemption 
of such additional circulation. If such fund be insufficient for that 
purpose the association may recover from the bank the amount of the 
deficiency by suit in the circuit court of the United States, and shall 
have the benefit of the lien hereinbefore provided for in favor of the 
United States upon the assets of such bank. The association or the 
Secretary of the Treasury may permit or require the wit’:drawal of 
any such securities or commercial paper and the substitution of other 
securities or commercial paper of equal value therefor. 

Sec. 2. That whenever any bank belonging to a. national. cur- 
rency association shall fail to preserve or make good its redemption 
fund in the Treasury of the United States, required by section three 
of the Act of June twentieth, eighteen hundred and seventy-four,1 
chapter three hundred and forty-three, and the provisions of this Act, 
the Treasurer of the United States shall notify such national currency 
association to make good such redemption fund, and upon the failure 
of such national currency association to make good such fund, the 
Treasurer of the United States may, in his discretion, apply so much 
of the redemption fund belonging to the ofher banks composing such 
national currency association as may be necessary for that purpose; 
and such national currency association may, after five days’ notice to 
such bank, proceed to sell at public sale the securities deposited by 
such bank with the association pursuant to the provisions of section 
one of this Act, and deposit the proceeds with the Treasurer of the 
United States as a fund for the redemption of the additional circula- 
tion taken out by such bank under this Act. 

Sec. 3. That any national banking association which has cir- 
culating notes outstanding, secured by the deposit of United States 


1 This is the section requiring banks to keep in the United States Treasury the 
redemption fund of 5% against their outstanding notes. 
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bonds to an amount of not less than forty per centum of its capital stock, 
and which has a surplus of not less than twenty per centum, may make 
application to the Comptroller of the Currency for authority to issue 
additional circulating notes to be secured by the deposit of bonds 
other than bonds of the United States. The Comptroller of the Cur- 
rency shall transmit immediately the application, with his recom- 
mendation, to the Secretary of the Treasury, who shall, if in his judg- 
ment business conditions in the locality demand additional circu- 
lation, approve the same, and shall determine the time of issue and fix 
the amount, within the limitations herein imposed, of the additional 
circulating notes to be issued. Whenever after receiving notice of 
such approval any such association shall deposit with the Treasurer 
or any assistant treasurer of the United States such of the bonds 
described in this section as shall be approved in character and amount 
by the Treasurer of the United States and the Secretary of the Treas- 
ury, it shall be entitled to receive, upon the order of the Comptroller 
of the Currency, circulating notes in blank, registered and counter- 
signed as provided by law, not exceeding in amount ninety per centum 
of the market value, but not in excess of the par value of any bonds 
so deposited, such market value to be ascertained and determined under 
the direction of the Secretary of the Treasury. 

The Treasurer of the United States, with the approval of the Secre- 
tary of the Treasury, shall accept as security for the additional circu- 
lating notes provided for in this section, bonds or other interest-bear- 
ing obligations of any State of the United States, or any legally author- 
ized bonds issued by any city, town, county, or other legally constituted 
municipality or district in the United States which has been in exist- 
ence for a period of ten years, and which for a period of ten years 
previous to such deposit has not defaulted in the payment of any part 
of either principal or interest of any funded debt authorized to be con- 
tracted by it, and whose net funded indebtedness does not exceed ten 
per centum of the valuation of its taxable property, to be ascertained 
by the last preceding valuation of property for the assessment of 
taxes. The Treasurer of the United States, with the approval of the 
Secretary of the Treasury, shall accept, for the purposes of this sec- 
tion, securities herein enumerated in such proportions as he may from 
time to time determine, and he may with such approval at any time 
require the deposit of additional securities, or require any association 
to change the character of the securities already on deposit. 

Src. 4. That the legal title of all bonds, whether coupon or regis- 
tered, deposited to secure circulating notes issued in accordance with 
the terms of section three of this Act shall be transferred to the Treas- 
urer of the United States in trust for the association depositing them, 
under regulations to be prescribed by the Secretary of the Treasury. 
A receipt shall be given to the association by the Treasurer or any 
assistant treasurer of the United States, stating that such bond is 
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held in trust for the association on whose behalf the transfer is made, 
and as security for the redemption and payment of any circulating 
notes that have been or may be delivered to such association. No 
assignment or transfer of any such bond by the Treasurer shall be 
deemed valid unless countersigned by the Comptroller of the Currency. 
The provisions of sections fifty-one hundred and sixty-three, fifty-one 
hundred and sixty-four, fifty-one hundred and sixty-five, fifty-one 
hundred and sixty-six, and fifty-one hundred and sixty-seven and 
sections fifty-two hundred and twenty-four to fifty-two hundred and 
thirty-four, inclusive, of the Revised Statutes respecting United States 
bonds deposited to secure circulating notes shall, except as herein 
modified, be applicable to all bonds deposited under the terms of 
section three of this Act. 

Sec. 5. That the additional circulating notes issued under this 
' Act shall be used, held, and treated in the same way as circulating notes 
of national banking associations heretofore issued and secured by a 
deposit of United States bonds, and shall be subject to all the pro- 
visions of law affecting such notes except as herein expressly modified: 
Provided, That the total amount of circulating notes outstanding of 
any national banking association, including notes secured by United 
States bonds as now provided by law, and notes secured otherwise 
than by deposit of such bonds, shall not at any time exceed the amount 
of its unimpaired capital and surplus: And provided further, That 
there shall not be outstanding at any time circulating notes issued 
under the provisions of this Act to an amount of more than five hun- 
dred millions of dollars. 

Sec. 6. That whenever and so long as any national banking as- 
sociation has outstanding any of the additional circulating notes au- 
thorized to be issued by the provisions of this Act, it shall keep on 
! deposit in the Treasury of the United States, in addition to the redemp- 
tion fund required by section three of the Act of June twentieth, eight- 
een hundred and seventy-four, an additional sum equal to five per cen- 
tum of such additional circulation at any time outstanding, such addi- 
tional five per centum to be treated, held, and used in all respects in 
the same manner as the original redemption fund provided for by 
said section three of the Act of June twentieth, eighteen hundred and 
seventy-four. 

Sec. 7. In order that the distribution of notes to be issued under 
the provisions of this Act shall be made as equitable as practicable 
between the various sections of the country, the Secretary of the 
Treasury shall not approve applications from associations in any State 
in excess of the amount to which such State would be entitled of the 
additional notes herein authorized on the basis of the proportion which 
the unimpaired capital and surplus of the national banking associations 








1 These sections refer to the custody, registry, and transfer of the bonds. 
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in such State bears to the total amount of unimpaired capital and sur- 
plus of the national banking associations of the United States: Pro- 
vided, however, That in case the applications from associations in any 
State shall not be equal to the amount which the associations of such 
State would be entitled to under this method of distribution, the Sec- 
retary of the Treasury may, in his discretion, to meet an emergency, 
assign the amount not thus applied for to any applying association or 
associations in States in the same section of the country. 

Ssc. 8. That it shall be the duty of the Secretary of the Treasury 
to obtain information with reference to the value and character of the 
securities authorized to be accepted under the provisions of this Act, 
and he shall from time to time furnish information to national banking 
associations as to such securities as would be acceptable under the pro- 
visions of this Act. 

Src. 9. That section fifty-two hundred and fourteen of the Re- 
vised Statutes as amended, be further amended to read as follows: 1 — 

“Sec. 5214. National banking associations having on deposit 
bonds of the United States, bearing interest at the rate of two per 
centum per annum, including the bonds issued for the construction of 
the Panama Canal, under the provisions of section eight of ‘An Act to 
provide for the construction of a canal connecting the waters of the 
Atlantic and Pacific oceans,’ approved June twenty-eighth, nineteen 
hundred and two, to secure its circulating notes, shall pay to the Treas- 
urer of the United States, in the months of January and July, a tax 
of one-fourth of one per centum each half year upon the average 
amount of such of its notes in circulation as are based upon the deposit 
of such bonds; and such associations having on deposit bonds of the 
United States bearing interest at a rate higher than two per centum 
per annum shall pay a tax of one-half of one per centum each half year 
upon the average amount of such of its notes in circulation as are 
based upon the deposit of such bonds. National banking associations 
having circulating notes secured otherwise than by bonds of the United 
States shall pay for the first month a tax at the rate of five per centum 
per annum upon the average amount of such of their notes in circula- 
tion as are based upon the deposit of such securities, and afterwards 
an additional tax of one per centum per annum for each month until 
a tax of ten per centum per annum is reached, and thereafter such tax 
of ten per centum per annum, upon the average amount of such notes. 
Every national banking association having outstanding circulating 
notes secured by a deposit of other securities than United States bonds 
shall make monthly returns, under oath of its president or cashier, to 
the Treasurer of the United States, in such form as the Treasurer may 
prescribe, of the average monthly amount of its notes so secured in 


1This section, as amended, makes no change from the previous taxes on 
ordinary circulation. The special taxes on ‘‘emergency” notes are simply tacked 
on. 
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circulation; and it shall be the duty of the Comptroller of the Currency 
to cause such reports of -notes in circulation to be verified by examina- 
tion of the bank’s records. The taxes received on circulating notes 
secured otherwise than by bonds of the United States shall be paid 
into the Division of Redemption of the Treasury and credited and 
added to the reserve fund held for the redemption of United States 
and other notes.” 

Sec. 10. That section nine of the Act approved July twelfth, 
eighteen hundred and eighty-two, as amended by the Act approved 
March fourth, nineteen hundred and seven, be further amended to 
read as follows:!— 

“Suc. 9. That any national banking association desiring to with- 
draw its circulating notes, secured by deposit of United States bonds 
in the manner provided in section four of the Act approved June 
twentieth, eighteen hundred and seventy-four, is hereby authorized 
for that purpose to deposit lawful money with the Treasurer of the 
United States and, with the consent of the Comptroller of the Cur- 
rency and the approval of the Secretary of the Treasury, to withdraw 
& proportionate amount of bonds held as security for its circulating 
notes in the order of such deposits: Provided, That not more than 
nine millions of dollars of lawful money shall be so deposited during 
any calendar month for this purpose. 

“ Any national banking association desiring to withdraw any of its 
circulating notes, secured by the deposit of securities other than bonds 
of the United States, may make such withdrawal at any. time in like 
manner and effect by the deposit of lawful money or national bank 
notes with the Treasurer of the United States, and upon such deposit 
& proportionate share of the securities so deposited may be withdrawn: 
Provided, That the deposits under this section to retire notes secured 
by the deposit of securities other than bonds of the United States shall 
not be covered into the Treasury, as required by section six of an Act 
entitled ‘An Act directing the purchase of silver bullion and the issue 
of Treasury notes thereon, and for other purposes,’ approved July 
fourteenth, eighteen hundred and ninety, but shall be retained in the 
Treasury for the purpose of redeeming the notes of the bank making 
such deposit.” 

Sec. 11. That section fifty-one hundred and seventy-two of the Re- 
vised Statutes be, and the same is hereby, amended to read as fol- 
lows: ? — 

“Sec. 5172. In order to furnish suitable notes for circulation, 


1 The first paragraph of the amended section makes no change. The amend- 
ment is in the added second paragraph, regulating the withdrawal of ‘‘emergency”’ 
notes. 

2? Here again the amendment is in the second half of the section, containing 
new provisions as to the printing of a stock of blank notes available for prompt 


use. 
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the Comptroller of the Currency shall, under the direction of the Secre- 
tary of the Treasury, cause plates and dies to be engraved, in the best 
manner to guard against counterfeiting and fraudulent alterations, 
and shall have printed therefrom, and numbered, such quantity of 
circulating notes, in blank, of the denominations of five dollars, ten 
dollars, twenty dollars, fifty dollars, one hundred dollars, five hundred 
dollars, one thousand dollars, and ten thousand dollars, as may be 
required to supply the associations entitled to receive the same. Such 
notes shall state upon their face that they are secured by United 
States bonds or other securities, certified by the written or engraved 
signatures of the Treasurer and Register and by the imprint of the 
seal of the Treasury. They shall also express upon their face the 
promise of the association receiving the same to pay on demand, 
attested by the signature of the president or vice-president and cashier. 
The Comptroller of the Currency, acting under the direction of the 
Secretary of the Treasury, shall as soon as practicable cause to be 
prepared circulating notes in blank, registered and countersigned, 
as provided by law, to an amount equal to fifty per centum of the 
capital stock of each national banking association; such notes to be 
deposited in the Treasury or in the subtreasury of the United States 
nearest the place of business of each association, and to be held for 
such association, subject to the order of the Comptroller of the Cur- 
rency, for their delivery as provided by law: Provided, That the 
Comptroller of the Currency may issue national bank notes of the 
present form until plates can be prepared and circulating notes issued 
as above provided: Provided, however, That in no event shall bank notes 
of the present form be issued to any bank as additional circulation 
provided for by this Act.” 

Sec. 12. That circulating notes of national banking associations, 
when presented to the Treasury for redemption, as provided in section 
three of the Act approved June twentieth, eighteen hundred and sev- 
enty-four, shall be redeemed in lawful money of the United States. 

Sec. 13. That all acts and orders of the Comptroller of the Cur- 
rency and the Treasurer of the United States authorized by this Act 
shall have the approval of the Secretary of the Treasury who shall have 
power, also, to make any such rules and regulations and exercise such 
control over the organization and management of national currency 
associations as may be necessary to carry out the purposes of this Act. 

Sec. 14. That the provisions of section fifty-one hundred and 
ninety-one of the Revised Statutes, with reference to the reserves of 
national banking associations, shall not apply to deposits of public 
moneys by the United States in designated depositaries. 

Sec. 15. That all national banking associations designated as 
regular depositaries of public money shall pay upon all special and addi- 
tional deposits made by the Secretary of the Treasury in such deposi- 
taries, and all such associations designated as temporary depositaries 
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of public money shall pay upon all sums of public money deposited in 
such associations interest at such rate as the Secretary of the Treasury 
may prescribe, not less, however, than one per centum per annum upon 
the average monthly amount of such deposits: Provided, however, That 
nothing contained in this Act shall be construed to change or modify 
the obligation of any association or any of its officers for the safe 
keeping of public money: Provided further, That the rate of interest 
charged upon such deposits shall be equal and uniform throughout the 
United States. 

Sec. 16. That a sum sufficient to carry out the purposes of the 
preceding sections of this Act is hereby appropriated out of any money 
in the Treasury not otherwise appropriated. 

Sec. 17. That a Commission is hereby created, to be called the 
“‘National Monetary Commission,” to be composed of nine members 
of the Senate, to be appointed by the Presiding Officer thereof, and 
nine members of the House of Representatives, to be appointed by the 
Speaker thereof; and any vacancy on the Commission shall be filled in 
the same manner as the original appointment. 

Sec. 18. That it shall be the duty of this Commission to inquire 
into and report to Congress at the earliest date practicable, what changes 
are necessary or desirable in the monetary system of the United States 
or in the laws relating to banking and currency, and for this purpose 
they are authorized to sit during the sessions or recess of Congress, at 
such times and places as they may deem desirable, to send for persons 
and papers, to administer oaths, to summons and compel the attend- 
ance of witnesses, and to employ a disbursing officer and such secre- 
taries, experts, stenographers, messengers, and other assistants as 
shall be necessary to carry out the purposes for which said Commission 
was created. The Commission shall have the power, through subcom- 
mittee or otherwise, to examine witnesses and to make such investiga- 
tions and examinations, in this or other countries, of the subjects com- 
mitted to their charge as they shall deem necessary. 

Sec. 19. That a sum sufficient to carry out the purposes of 
sections seventeen and eighteen of this Act, and to pay the necessary 
expenses of the Commission and its members, is hereby appropriated, 
out of any money in the Treasury not otherwise appropriated. Said 
appropriation shall be immediately available and shall be paid out on 
the audit and order of the chairman or acting chairman of said Com- 
mission, which audit and order shall be conclusive and binding upon all 
Departments as to the correctness of the accounts of such Commission. 

Sec. 20. That this Act shall expire by limitation on the thirtieth 
day of June, nineteen hundred and fourteen. 
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HARVARD UNIVERSITY. 


COURSES IN HISTORY, GOVERNMENT, AND ECONOMICS FOR 1908-09. 


[The following are full courses running through the year, unless otherwise stated. 
Brackets indicate that the course is omitted in 1908-1909. Courses omitted in one year 
are usually given in the year following.] 


HISTORY. 
PRIMARILY FOR UNDERGRADUATES. 


1. Medizval History (introductory course). Professor HAsKins and Dr. Gray. 
2. Modern European History. Professor CooLipcg and Assistant Professor MER- 
RIMAN. 
FOR UNDERGRADUATES AND GRADUATES. 


[3- History of Rome to the reign of Diocletian. Assistant Professor FERGUSON.] 
4. History of Greece to the Roman Conquest. Assistant Professor FERGUSON. 
5. The Church in the Middle Ages from Charlemagne to Dante. Professor EMERTON. 
(6. The First Eight Christian Centuries. Professor EMERTON.] 
7. The Era of the Reformation in Europe. Professor EMERTON. 
8. History of France to the reign of Francis I. Professor Gross. 
g. Constitutional History of England to the Sixteenth Century. Professor Gross. 
10a. American History to 1760. Halfcourse. Professor CHANNING. 
10b, American History, 1760-1789. Half-course. Professor CHANNING. 
[11. History of England during the Tudor and Stuart Periods. Assistant Professor 
MERRIMAN. ] 
{12a. English History from the Revolution of 1688 to the Reform of Parliament. Aa//- 
course. Professor MACVANE.] 
[12b. English History since the Reform of Parliament. Ha/f-course. Professor MACVANE.] 
13. Constitutional and Political History of the United States, 1789-1895. Professor 
MacDOoNnALD (Brown University). 
14. History of the French Revolution and of Napoleon I. Assistant Professor 
JOHNSTON. 
[15- History of Russia. Professor COOLIDGE.] ' 
I History of the Far East in the Nineteenth Century. Halfcourse. Professor 
COOLIDGE. 
[19>. The Eastern Question. Professor COoLIDGE.] 
248. The History of the Christian Church in Europe within the last three Centuries. 
Half-course. Professor E. C. Moore. 
24>, The Expansion of Christendom in the Nineteenth Century. Aalfcourse. Pro- 
fessor E. C. Moore. 
[28. History of Prussia since the Great Elector. Assistant Professor JOHNSTON. ] 
29. History of Spain. Assistant Professor MERRIMAN. 
30. The Growth of the British Empire. Halfcourse. Dr. PROTHERO. 
32. European and American Warfare in the Nineteenth Century. Aa/fcourse. 
Assistant Professor JOHNSTON. 
37. Character and Spread of Hellenistic Culture. Aalfcourse. Assistant Professor 
FERGUSON. 
[38. Byzantine History. Half-course. Assistant Professor FERGUSON.] 
History of Religions 1. Introduction to the Study of Religions. Halfcourse. Pro- 
fessor G. F. Moore. 
History of Religions 2. History of Religions in Outline. Professor G. F. Moore. 


PRIMARILY FOR GRADUATES. 


17. General History of Russia (advanced course). Halfcourse. Professor COOLIDGE. 

21. Introduction to the Sources of Medieval History. Half-course. Professor 
HASKINS. 

[22. The Elements of Latin Paleography, with reference to the use of Historical 
Sources. Half-course. Professor HASKINS.] 

23. Selected Topics in the Historical Development of American Institutions (1760- 
1775). Halfcourse. Professor CHANNING. 

23>. Selected Topics in the Historical Development of American Institutions (1775- 
1789). Half-course. Professor CHANNING. 

23°. The Literature of American History. Hal/f-course. Professor ‘CHANNING. 

[2 . Historical Bibliography and Criticism. Halfcourse. Professor HASKINS.] 

26. History of Christian Thought. Aa/fcourse. Professor EMERTON. 

31. Selected Topics from the History of Continental Europe in the Sixteenth and 
Seventeenth Centuries. Ha/fcourse. Assistant Professor MERRIMAN. 





[33- History of Italy from 1789 to 1870. /alfcourse. Assistant Professor JOHNSTON.} 
* 34. Political Geography of Europe. Halfcourse. Assistant Professor JOHNSTON. 
Roman Constitutional History. Assistant Professor FERGUSON. 
ie Greek Constitutional History. Assistant Professor FERGuSON.] 
[3 History of French Institutions since Louis XIV. Professor MACVANE.] 
40. Selected Topics from the History of England in the Eighteenth and Nineteenth 
- Centuries. Professor MACVANE.] 
[41. Early Medizval Institutions. AHal/fcourse. Professor HASKINs.] 
[History of Religions 3. Half-course. Germanic and Celtic Religions. Professors 
KITTREDGE and F. N. RoBINsSON.] 
History of Religions 4. Half-course. Judaism, from 198 B.c. to modern times. Pro- 
fessor G. F. Moore. 
History A 1. History of the Church in Outline. Professor PLATNER. 
[History A 2. History of Christian Doctrine. Professor PLATNER.] 
History A 3. Christian Institutions. Professor PLATNER. 
History A é History of the Church in America. Half-course. Professor PLATNER. 
[History A History of Early Christian Literature. Ha/fcourse. Professor PLATNER.] 


CoursEs OF RESEARCH. 


20a, Church and State. Professor EMERTON. 

2o0b. English Institutions in the Middle Ages. Professor Gross. 

20¢. Medizval Institutions. Professor HASKINs. 

‘204. History of Europe in the Eighteenth and Nineteenth Centuries. Professor CooL- 
IDGE and Assistant Professor JOHNSTON. 

20¢. American History. Professor CHANNING. 

2of, English Institutions in the Tudor and Stuart Periods. Assistant Professor 
MERRIMAN. 

20g. European History in the Sixteenth Century. Professor CooLipce and Assistant 
Professor MERRIMAN. 

201, Greek and Roman History. Assistant Professor FERGUSON. 

Recent French History. Professor MACVANE.] 


GOVERNMENT. 
PRIMARILY FOR UNDERGRADUATES. 
Constitutional Government. Professor LOWELL. 
FOR UNDERGRADUATES AND GRADUATES. 


Elements of International Law. Mr. SPICER. 

History of Roman Law. Halfcourse. Professor HASKINS. 

Principles of Roman Law. Half-course.] 

History of Political Theories. Assistant Professor MUNRO. 

Political and Administrative Institutions of Continental Europe. Aa/fcourse. 
Professor REDLICH (University of Vienna). 

Colonial Governments. Assistant Professor MUNRO.] 

European Diplomacy since 1814. alf-course. Assistant Professor JOHNSTON. 

Tendencies of American Legislation. Professor STIMSON.] 

Modern Municipal Government. Assistant Professor MUNRO. 

Comparative Administration and Administrative Law. Mr. E. M. PARKER. 

Tropical Colonization. Mr. Treat. 


PRIMARILY FOR GRADUAT ES. 


Public Opinion and Popular Government. Professor LOWELL.] 

Municipal Government in the Middle Ages. Halfcourse. Professor GRoss.] 

The American Political System, National, State, and Municipal. Professor MAc- 
DONALD (Brown University). 

American Diplomacy. Professor HART.] 

International Law as Administered by the Courts. Professor W1ILson (Brown 
University) and Mr. SPICER. 

Local Government and Administration in England and on the European Conti- 
nent. Half-course. Professor REDLICH (University of Vienna). 

American Constitutional Law. Professor STIMSON. 

The Government and Resources of Australia. Malfcourse. Mr. TREAT. 


CourRsEs OF RESEARCH. 


. Topics in English Government. Professor REDLICH (University of Vienna). 
. English Political Institutions. Professor LOWELL. 
International Law.] 
. American Institutions. Professor MACDONALD (Brown University) and Assistant 
Professor MUNRO. 
Constitutional Protection to Private Rights. Professor STIMSON.] 
. Selected Topics in Colonization. Mr. TREAT. 








